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THE AFRICAN GROWTH AND OPPORTUNITY 

ACT 


WEDNESDAY, JUNE 25, 2003 

U.S. Senate, 

Committee on Foreign Relations, 

Washington, DC. 

The committee met, pursuant to notice, at 9:30 a.m. in room SD- 
419, Dirksen Senate Office Building, Hon. Richard G. Lugar (chair- 
man of the committee), presiding. 

Present: Senators Lugar and Feingold. 

The Chairman. This hearing of the Senate Foreign Relations 
Committee is called to order. It is a pleasure today to welcome our 
witnesses and distinguished guests to a hearing on the African 
Growth and Opportunity Act [AGOA]. We’re privileged to have as 
our first panel Flori Liser, the Assistant U.S. Trade Representative 
for Africa, and Walter Kansteiner, the Assistant Secretary of State 
for Africa. Following their testimony, we will hear from a second 
panel composed of distinguished witnesses from outside the admin- 
istration. 

It has been nearly 3 years since AGOA went into effect. It has 
been a notable success. In 2002, 94 percent of United States im- 
ports from AGOA-eligible countries entered duty free. The United 
States imported $9 billion in merchandise duty free under AGOA 
in 2002, a 10-percent increase from 2001. 

This improvement stands out even more sharply when contrasted 
with the overall decline in global trade. There have been remark- 
able individual success stories, including the case of Lesotho, a na- 
tion of only 2.2 million people with AGOA exports of $318 million 
in 2002, representing 99 percent of that country’s total exports to 
the United States. Six new garment factories opened in Lesotho 
during 2002, and for the first time in that country’s history private 
sector manufacturing employment exceeds government employ- 
ment. 

The experience of AGOA has taught us valuable lessons about 
the path to enhanced investment and economic development, and 
has confirmed a few of the principles that proponents of market- 
based developments have used to guide policy. First, the experience 
of AGOA has demonstrated that a commitment to good governance 
and a positive investment climate is important to economic growth. 
Countries such as Lesotho, which have made significant efforts in 
recent years to promote economic reform and stable democracy, 
have derived the most benefits from the AGOA provisions. 

Second, the experience of AGOA has demonstrated that regional 
integration is an essential development, or is as essential to devel- 
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opment as access to the United States and foreign markets. Using 
the infrastructure and economic stability of South Africa as a base, 
neighboring southern African countries have worked together to 
take advantage of the benefits under AGOA. 

Although AGOA has yielded positive results, sub-Saharan Afri- 
can countries continue to lag far behind other developing countries. 
Sub-Saharan Africa accounted for only 1.4 percent of world trade 
in 2001, a percentage that has declined steadily over the last two 
decades. Over the last decade, sub-Saharan African trade has 
grown 39 percent, while world trade has grown 85 percent. Much 
more work remains to be done, obviously, to integrate Africa into 
the global community. 

I am committed to improvements that will make the AGOA pro- 
gram more effective both through legislative expansion of AGOA 
and through improved implementation of existing AGOA provi- 
sions. It is important to extend the AGOA program beyond 2008, 
and we should take action on this extension soon. Investors need 
to have certainty in making investment decisions in Africa. 

An even more immediate issue is the extension of the third coun- 
try fabric provisions for least-developed countries, due to expire in 

2004. The third country fabric provision is a complex issue, and we 
must find creative approaches that will extend the provisions for 
those least-developed countries that rely on it, while still maintain- 
ing incentives for development of textile manufacturing capabilities 
in Africa. This issue has increasing urgency, with the approach of 
the elimination of worldwide quotas on textiles and apparel in 

2005. 

While the current third country fabric provision is not set to ex- 
pire until September 30, 2004, we should not wait until that expi- 
ration date to take necessary action. U.S. retailers often place or- 
ders nearly 6 months in advance, and they will want certainty be- 
fore placing those orders. African manufacturers will need time to 
build capacity in advance of the 2005 deadline so they can compete 
with China and other Asian economies when the quotas are elimi- 
nated. 

As Congress develops legislative enhancements and clarification 
of the AGOA program, we must work with the administration to 
improve implementation of the program. Many African countries 
and companies have had difficulties complying with the require- 
ments of the legislation. The United States has provided technical 
assistance that has been effective in some areas. 

In particular, we have helped African countries develop customs 
procedures that the legislation requires in order to be eligible for 
textile and apparel benefits. Since 1999, the United States has pro- 
vided more than $345 million in trade capacity building support to 
sub-Saharan African countries. We need to do more through the 
appropriation process to increase funding for trade capacity-build- 
ing programs. 

And finally, we need to find innovative ways to increase invest- 
ment flows to Africa. Trade is only part of the economic impetus 
needed in African economies. Africa is not attracting adequate for- 
eign investments, a condition that seriously hinders prospects for 
economic growth. Africa has approximately 10 percent of the 
world’s population, but it receives only about 1 percent of the 
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world’s foreign direct investment. Sub-Saharan Africa’s share was 
only .7 of 1 percent, and most of that was invested in petroleum 
and in mining. 

One of our witnesses today will be the chairman of the Commis- 
sion on Capital Flows to Africa, which has recently released rec- 
ommendations on a comprehensive 10-year plan to enhance invest- 
ment in Africa. I look forward to hearing the commission’s rec- 
ommendations and the thoughts of all of our witnesses on how to 
increase trade and investment with this important continent. 

[The opening statement of Senator Lugar follows:] 

Opening Statement of Senator Richard G. Lugar 

It is my pleasure to welcome our witnesses and distinguished guests to our hear- 
ing on the African Growth and Opportunity Act. We are privileged to have on our 
first panel Flori Liser, the Assistant U.S. Trade Representative for Africa, and Wal- 
ter Kansteiner, the Assistant Secretary of State for Africa. Following their testi- 
mony, we will hear from a second panel composed of distinguished witnesses from 
outside the administration. 

It has been nearly three years since AGOA has gone into effect. It has been a 
notable success. In 2002, 94% of U.S. imports from AGOA-eligible countries entered 
duty-free. The United States imported $9 billion in merchandise duty-free under 
AGOA in 2002, a 10% increase from 2001. This improvement stands out even more 
sharply when contrasted with the overall decline in global trade. There have been 
remarkable individual success stories, including the case of Lesotho, a nation of only 
2.2 million people with AGOA exports of $318 million in 2002, representing 99% of 
Lesotho’s total exports to the United States. Six new garment factories opened in 
Lesotho during 2002. For the first time in Lesotho’s history, private sector manufac- 
turing employment exceeds government employment. 

The experience of AGOA has taught us valuable lessons about the path to en- 
hanced investment and economic development and has confirmed a few of the prin- 
ciples that proponents of market-based development have used to guide policy. First, 
the experience of AGOA has demonstrated that a commitment to good governance 
and a positive investment climate is important to economic growth. Countries such 
as Lesotho, which has made significant efforts in recent years to promote economic 
reform and stable democracy, have derived the most benefit from the AGOA provi- 
sions. Second, the experience of AGOA has demonstrated that regional integration 
is as essential to development as access to the U.S. and other foreign markets. 
Using the infrastructure and economic stability of South Africa as a base, neigh- 
boring southern African countries have worked together to take advantage of the 
benefits under AGOA. 

Although AGOA has yielded positive results, sub-Saharan African countries con- 
tinue to lag far behind other developing countries. Sub-Saharan Africa accounted for 
only 1.4 percent of world trade in 2001, a percentage that has declined steadily over 
the last two decades. Over the last decade, sub-Saharan Africa’s trade has grown 
39% while world trade has grown 85%. 

Much more work remains to be done to integrate Africa into the global commu- 
nity. I am committed to improvements that will make the AGOA program more ef- 
fective, both through legislative expansions of AGOA and through improved imple- 
mentation of existing AGOA provisions. It is important to extend the AGOA pro- 
gram beyond 2008, and we should take action on this extension soon. Investors will 
have the certainty they need in making investment decisions in Africa. An even 
more immediate issue is the extension of the third country fabric provision for least 
developed countries, which is due to expire in 2004. The third country fabric provi- 
sion is a complex issue, and we must find creative approaches that will extend the 
provision for those least developed countries that rely on it, while still maintaining 
incentives for the development of textile manufacturing capabilities in Africa. This 
issue has increasing urgency with the approach of the elimination of worldwide 
quotas on textiles and apparel in 2005. While the current third country fabric provi- 
sion is not set to expire until September 30, 2004, we should not wait until that 
expiration date to take action. U.S. retailers often place orders nearly six months 
in advance, and they will want certainty before placing those orders. African manu- 
facturers will need time to build capacity in advance of 2005 so they can compete 
with China and other Asian economies when the quotas are eliminated. 

As Congress develops legislative enhancements and clarifications of the AGOA 
program, we must work with the administration to improve implementation of the 
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program. Many African countries and companies have had difficulties complying 
with the requirements of the legislation. The United States has provided technical 
assistance that has been very effective in some areas. In particular, we have helped 
African countries to develop customs procedures that the legislation requires in 
order to be eligible for textile and apparel benefits. Since 1999, the United States 
has provided more than $345 million in trade capacity building support to sub-Saha- 
ran African countries. We need to do more through the appropriations process to 
increase funding for trade capacity building programs. 

Finally, we need to find innovative ways to increase investment flows to Africa. 
Trade is only part of the economic impetus needed in African economies. Africa is 
not attracting adequate foreign investment, a condition that seriously hinders pros- 
pects for economic growth. Africa has approximately 10% of the world’s population, 
but it receives only about 1% of the world’s foreign direct investment. Sub-Saharan 
Africa’s share was only .7%, and most of that was invested in petroleum and min- 
ing. One of our witnesses today is the Chairman of the Commission on Capital 
Flows to Africa, which has recently released recommendations on a comprehensive 
ten-year plan to enhance investment in Africa. I look forward to hearing the Com- 
mission’s recommendations and the thoughts of all of our witnesses on how to in- 
crease trade and investment with Africa. 

The Chairman. It’s a pleasure to yield to my distinguished col- 
league, Senator Feingold, who has long either chaired or been 
ranking member of the African Affairs Subcommittee, if he has an 
opening comment or a greeting for the witnesses. 

Senator Feingold. Well, I thank you, Mr. Chairman. I thank you 
sincerely. It’s such a pleasure working with you as chairman of this 
committee, and in particular when it comes to issues concerning 
Africa, that you have led for so many years, and I thank you for 
holding this important hearing. I appreciate this opportunity to 
take stock of the African Growth and Opportunity Act and the im- 
pact it has had on U.S. -African trade thus far. 

As the chairman, of course, remembers, during the original de- 
bate on AGOA I had some different ideas about what the best, 
most mutually beneficial trade legislation for Africa should contain. 
I supported an alternative, the Hope for Africa bill. I wanted to see 
a more comprehensive package that would have broadened the 
range of exports eligible for trade benefits and addressed some of 
the larger contextual issues that impede robust trade relationships 
and economic growth in the region, but I did not prevail. 

My disappointment, however, was greatly diminished by my con- 
fidence in Chairman Lugar, who was AGOA’s champion here in the 
Senate. I know that Chairman Lugar shares many of these same 
goals I was pursuing during the Africa trade debate, and I com- 
mend him for his leadership and his consistent attention to these 
issues. We worked through our process here in the Congress, and 
in the end AGOA was enacted, and I’ve certainly always wanted 
to see it succeed. 

I am fortunate to have had many opportunities to meet with Af- 
rican leaders in both the public and private sector here in Wash- 
ington and overseas, and I am always encouraged when they tell 
me that AGOA is making an appreciable difference for the better. 

One way in which I hoped that an African trade bill would make 
such a difference was by establishing a concrete and positive incen- 
tive for reform when it comes to issues surrounding human rights, 
labor rights, and corruption. I hoped that the bill would be a new 
and powerful tool in the toolbox, not just of American diplomats, 
but of Africans themselves, holding out the promise of real opportu- 
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nities, rather than simply words of congratulations for those work- 
ing toward reform. 

AGOA does condition eligibility for trade benefits on progress in 
these areas, but I do have concerns about whether or not these eli- 
gibility requirements are being taken seriously. These are not find- 
ings or language in a preamble. They are congressionally mandated 
conditions. The Congress included them in this legislation because 
Members believed that these requirements would further our policy 
goals by, “focusing on countries committed to the rule of law,” and 
“facilitating the development of civil societies and political freedom 
in sub-Saharan Africa,” and here I’m quoting directly from the leg- 
islation’s statement of policy. 

More broadly, I believe that respect for the rule of law and for 
basic human and labor rights will make these countries more sta- 
ble, more prosperous, and in the end more valuable trading part- 
ners. 

Mr. Chairman, I was actually scheduled to chair a hearing on the 
Subcommittee on African Affairs on the subject of AGOA eligibility 
requirements on September 11, 2001. Obviously, the hearing never 
happened, but I welcome this opportunity to revisit this important 
issue today. 

The Chairman. Thank you very much, Senator Feingold. I think 
that Senator Feingold’s reminiscences about the beginning of the 
act and the legislation reflects how difficult it was. He could have 
added more. I would just say that I have great confidence that ev- 
erybody who was involved in the debate feels vindicated in some 
way or another, but we are grateful the legislation happened in the 
two houses and was signed by the President, and you are before 
us today to express what we ought to do. 

Let me say, before I ask you to testify, that your complete state- 
ments as prepared for the hearing will be made a part of the 
record, and you may proceed in any way you wish to deliver those 
statements. You may read portions of them or summarize them. 

I will call first upon Ms. Liser, the Assistant United States Trade 
Representative for Africa, and then upon Mr. Kansteiner. Ms. 
Liser. 

STATEMENT OF FLORIZELLE B. LISER, ASSISTANT UNITED 

STATES TRADE REPRESENTATIVE FOR AFRICA, OFFICE OF 

THE UNITED STATES TRADE REPRESENTATIVE, WASH- 
INGTON, DC 

Ms. Liser. Thank you, Mr. Chairman, Senator Feingold. I appre- 
ciate the opportunity to be before you today and look forward also 
to working with you and others on the Senate side as well as the 
House side as we move forward on AGOA. 

It is a good thing to be talking about AGOA during this week of 
the Corporate Council on Africa meeting. We had many important 
people from Africa here, but we also have gathered together many 
from the U.S. side, investors and officials of all sorts who are here 
and, as I know, many of the others in this room have been attend- 
ing the roundtables and the sessions and are benefiting from the 
opportunity to strengthen our ties with African nations as we move 
forward. 
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Today I would like to focus on three major points. The first is 
that AGOA is working, and it has become a major part of our U.S.- 
Africa trade policy and our U.S. -Africa policy more generally. 

The second point is that although AGOA is succeeding, some 
countries have actually not yet benefited, and many of them, even 
those who are benefiting today, need some help, some significant 
help in some cases, to become more competitive and to address 
what are the supply side constraints. 

And third, the administration will need to work with you here in 
Congress, the private sector, African governments, and other offi- 
cials to identify how we can actually better utilize and extend 
AGOA and make sure that they maximize the benefits for them- 
selves, as well as for the United States. 

In particular there, one of the areas that we’re hearing a lot 
about from the Africans who are here, and we’ve heard it before, 
is that they really would like to see more U.S. investment in Africa 
as a result of AGOA. I think many of you know that there has been 
a significant amount of investment, largely from Asian countries, 
and the Africans have said that they really would like to see what 
can be done to encourage greater investment in Africa from the 
U.S. side. 

On the issue of AGOA working and being successful, as you very 
well said, Mr. Chairman, that we are seeing tremendous results as 
a result of AGOA. AGOA-related trade and investment has created 
over 190,000 African jobs and over $340 million in investments in 
sub-Saharan Africa. 

In terms of the points that you made, Senator Feingold, about 
the eligibility requirements, I just wanted to assure you that we do 
take them seriously. We look very carefully at it. I just chaired a 
meeting the other day where we were looking at a few countries 
and trying to determine whether we believe that they are still in 
fact meeting the requirements in terms of labor rights, human 
rights, poverty reduction, and all of the other criteria, and we will 
continue to take those criteria seriously. We do believe that they 
are the foundation on which a number of these countries are, in 
fact, building their trade and economic development. 

In terms of the challenges that are there, though, I think that 
many of us recognize that a number of countries are doing well, but 
there are many countries on the continent that have not even 
begun to take advantage of AGOA, and what I’ve been saying to 
people is, if you look at the utilization rates, what you see is that 
there is a fair amount of concentration among a relatively small 
number of countries, and you also see some concentration in terms 
of product areas, but we are seeing certain countries like South Af- 
rica which are exporting a large number of diversified products to 
the United States under AGOA, and we would like to see that type 
of example duplicated in other countries as well. 

The main issue there for those countries that have duty free ac- 
cess to the U.S. market for over 6,000 products but aren’t doing 
anything about it is that they don’t have anything that they are 
producing, or they don’t have products that they produce competi- 
tively that they can then sell in the U.S. market, and these supply 
side constraints, along with issues that have to do with transpor- 
tation infrastructure, other infrastructure issues, having the energy 
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to actually manufacture products, not being able to meet certain 
types of standards, all of these constraints are keeping many of the 
sub-Saharan African countries from taking full advantage of 
AGOA. 

One of the things that we will need to do as we move forward 
in addressing these challenges in looking at AGOA III is, what is 
it that we can do that would actually benefit them? Trade capacity- 
building is clearly one of them. It is the best combination of trade 
and aid, basically, is what trade capacity-building is, and we’re 
working very hard with a number of agencies, State Department, 
USAID, TDA and others in trying to effectively address the supply 
side constraints. 

Finally, I wanted to mention the area of the future of AGOA. All 
of us know, and were very pleased when President Bush an- 
nounced during the AGOA forum in Mauritius in January, that he 
would like to work with Congress in extending AGOA beyond the 
2008 expiration date that exists at the moment. We are working 
with industry, we’re looking forward to working with Congress and 
others in trying to identify how long that period of time should be. 

We’re also looking at the issue of the third country fabric provi- 
sion and trying to balance, of course, the necessity to allow apparel 
manufacturers on the continent to continue sourcing from third 
countries, while at the same time trying to do everything we can 
to encourage investment in the indigenous textiles industry on the 
continent as well, so perhaps some short extension of the third 
country fabric provision may be needed as well, and we’re looking 
at that issue now. 

Many of the African countries, as you know, who have done well 
under AGOA have done well because of the apparel exports that 
have burgeoned and blossomed in sending to the U.S., and I think 
that because textiles and apparel has always been a gateway to in- 
dustrialization, that we really do want to look carefully at what we 
do under AGOA III to give them more time to develop those indus- 
tries and to be able, therefore, to play a more active role in the 
global trading system. 

We’re looking at some other possibilities for AGOA III provisions, 
perhaps certain tax benefits that would go to companies that invest 
there, perhaps expanding the types of products that are eligible for 
AGOA benefits, and then perhaps providing some expanded flexi- 
bility for U.S. financing agencies like OPIC and Ex-Im Bank to 
support AGOA trade. These are just a few of the things that every- 
one is looking at. 

And finally, again, perhaps more important is providing some 
sort of technical assistance and trade capacity-building and using 
that, having that be a provision under AGOA III as well. 

In conclusion, I believe that AGOA has worked well. It could 
work a lot better. We believe that it serves as a wonderful oppor- 
tunity, and we want to work closely with the Africans and with 
others in trying to ensure the fullest benefit for them as well as 
the United States. 

Thank you. 

[The prepared statement of Ms. Liser follows:] 
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Prepared Statement of Florizelle B. Liser, Assistant United States Trade 
Representative for Africa 

Mr. Chairman, Senator Biden, and Members of the Committee: 

Thank you for inviting me to appear before you today to discuss the African 
Growth and Opportunity Act (AGOA). 

introduction 

Over the past three years, the Office of the United States Trade Representative 
(USTR) has continued to actively implement the far-sighted African Growth and Op- 
portunity Act, which Congress enacted in May 2000 and expanded with the “AGOA 
II” provisions of the Trade Act of 2002. Implementation of AGOA is a central compo- 
nent of the Bush Administration’s effort to promote free markets, free trade, and 
free societies. AGOA is supporting this effort by stimulating economic growth, help- 
ing sub-Saharan Africa integrate into the global economy, increasing opportunities 
for U.S. exports and businesses, supporting African reforms, and encouraging a solid 
U.S.-Africa trade partnership. AGOA is successfully promoting African efforts to em- 
brace free markets, firmly establish the rule of law, reduce poverty, and strengthen 
labor and human rights. Both the United States and sub-Saharan Africa are benefit- 
ting from AGOA’s success in expanding bilateral trade opportunities and African de- 
velopment. The Administration looks forward to Congress’ continued support and 
guidance on AGOA implementation. Continued bi-partisan Congressional support 
for AGOA has been a critical part of AGOA’s success. 

I would like to focus on three major points today: 1) AGOA is working and has 
become a major component of U.S. -African relations; 2) although AGOA is suc- 
ceeding, some countries have not yet benefitted and need help to become more com- 
petitive and address supply side constraints; 3) the Administration will need to 
work with Congress, the private sector, and African governments to identify how to 
better utilize and extend AGOA (as President Bush has requested) in order to maxi- 
mize benefits for Africa and the United States. 

AGOA IMPLEMENTATION PROGRESS 

AGOA is supporting African countries as they recognize the value of open markets 
and the important role that trade can play in national and regional development 
strategies. AGOA continues to strengthen, foster, and encourage U.S. -sub-Saharan 
African trade and investment, creating new jobs and economic growth. Total U.S.- 
African trade was nearly $24 billion in 2002, with U.S. exports of $6 billion and U.S. 
imports of $18 billion. U.S. imports under AGOA were valued at $9 billion in 2002, 
a 10 percent increase over the previous year, despite a general decline in imports 
from the region and an overall decline in global trade. Increased AGOA trade is hav- 
ing a remarkable impact on sub-Saharan Africa, while representing less than 2 per- 
cent of all U.S. merchandise imports. 

AGOA is promoting the African use of U.S. goods and services, as well as U.S.- 
African joint-venture partnerships. U.S. merchandise exports to sub-Saharan Africa 
were just over $6 billion in 2002, greater than exports to the former Soviet repub- 
lics, and nearly twice those to Central and Eastern Europe. U.S. exports to South 
Africa alone were larger than our exports to Russia. 

The United States is a leading source of foreign direct investment in Africa, sup- 
porting U.S. trade with the region and enhancing U.S. -African business partner- 
ships. AGOA-related trade and investment has created over 190,000 African jobs 
and over $340 million in investments. AGOA is also stimulating intra-African in- 
vestment. It is encouraging African firms in different countries to coordinate on re- 
gional production and take advantage of the specific skills, resources, or compara- 
tive advantages present in various individual African countries. 

AGOA continues to support African economic, political, and social reforms. It re- 
quires beneficiary countries to meet specific eligibility criteria, including the estab- 
lishment of a market-based economy, political pluralism, the elimination of barriers 
to U.S. trade and investment, efforts to reduce poverty, and the protection of inter- 
nationally recognized worker and human rights. Countries may be added or re- 
moved from the list of beneficiary countries based on AGOA’s eligibility criteria. The 
Administration reviews sub-Saharan African countries annually to determine their 
eligibility status. Thirty-eight of the 48 sub-Saharan African countries are currently 
eligible for AGOA benefits. Two new countries were added this year: The Gambia 
and the Democratic Republic of the Congo. 

AGOA has supported productive discussions with sub-Saharan African countries 
on economic, political, and social reforms. Countries in the region have liberalized 
trade, strengthened market-based economic systems, privatized state-owned enter- 
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prises, and deregulated their economies. These changes have improved market ac- 
cess for U.S. products and services and benefitted African economies. African polit- 
ical reforms have included measures to combat corruption and improve governance. 
African countries have improved the protection of workers’ rights and efforts to com- 
bat the worst forms of child labor. Additionally, many countries have begun to re- 
form their customs regimes in order to meet AGOA’s apparel eligibility require- 
ments, as AGOA requires countries to establish an effective visa system before they 
may receive apparel benefits. This requirement is helping to prevent the illegal 
transshipment of goods and encouraging African countries to improve their customs 
procedures. Nineteen countries are currently eligible for AGOA apparel benefits. 
The Administration is actively engaged with at least four other countries that are 
in the process of meeting the requirements for AGOA apparel benefits. 

The annual U.S. -sub-Saharan Africa Trade and Economic Cooperation Forum, 
commonly known as the AGOA Forum, is also providing an excellent opportunity 
for high-level consultations with African officials on economic, political, and social 
issues. Ambassador Zoellick has used the annual forum to engage African govern- 
ments, the U.S. private sector, NGO communities, and Congress in discussions on 
AGOA implementation and U.S.-African trade policy. The AGOA Forum has pro- 
moted a unique tripartite alliance among U.S. and African businesses, civil society 
organizations, and governments. This alliance has been critical to the success of 
AGOA. 

In August 2002, President Bush signed into law important enhancements to 
AGOA as part of the Trade Act of 2002. These “AGOA II” revisions extended duty- 
and quota-free treatment to knit-to-shape apparel, doubled the annual quantitative 
limit on apparel produced in the region from regional fabric, and granted lesser de- 
veloped country apparel benefits to Botswana and Namibia. These important revi- 
sions were the result of Congress’ strong leadership and support from AGOA’s 
unique tripartite alliance. 

AGOA is also encouraging U.S.-African cooperation in the World Trade Organiza- 
tion (WTO), as African governments play an increasingly important role in the 
WTO’s Doha Development Agenda trade negotiations. As AGOA strengthens U.S.- 
sub-Saharan African trade relations, it is also helping the United States and Africa 
to recognize common WTO interests. 

The Administration views trade capacity building and technical assistance pro- 
grams as essential components of its trade and investment policy. Sub-Saharan Afri- 
can countries need assistance in maximizing the benefits they receive from AGOA. 
From 1999 to 2002, the United States provided over $345 million in trade capacity 
building assistance to sub-Saharan Africa. To improve the delivery of such assist- 
ance, the U.S. Agency for International Development (USAID) has established three 
Regional Hubs for Global Competitiveness in Africa. These hubs — located in Bot- 
swana, Ghana, and Kenya — are central locations for trade-related programs. They 
are providing technical assistance on trade and investment, as well as designing and 
carrying out trade capacity building programs. In addition to USAID, a number of 
other U.S. agencies are involved in trade capacity building in Africa, including 
USTR, the Bureau of Customs and Border Protection, and the Departments of Com- 
merce, Transportation, State, and Agriculture. For example, USTR has held several 
trade capacity building seminars and workshops throughout Africa over the past 
three years. These seminars have explained AGOA’s provisions, outlined ways to 
maximize AGOA benefits, and described how key reforms would enhance AGOA’s 
benefits. 

AGOA instructed the Administration to pursue free trade agreements (FTAs) with 
sub-Saharan African countries. Towards that goal, the Administration has signed 
Trade and Investment Framework agreements with Ghana, Senegal, Nigeria, South 
Africa, the West African Economic and Monetary Union (WAEMU), and the Com- 
mon Market for Eastern and Southern Africa (COMESA). We have also recently 
started free trade agreement (FTA) negotiations with the five members of the 
Southern African Customs Union (SACU) — Botswana, Lesotho, Namibia, South Afri- 
ca, and Swaziland. The U.S. -SACU FTA is expected to create new commercial oppor- 
tunities for U.S. companies, farmers and workers. 

AGOA IMPLEMENTATION CHALLENGES 

AGOA has presented many opportunities, but it has also presented challenges. 
We are challenged with the task of maximizing and realizing tangible benefits from 
AGOA across all the countries in the region. While AGOA is succeeding in some 
countries and in some industry sectors, others are struggling to take advantage of 
AGOA’s opportunities. Some AGOA countries continue to be challenged with cre- 
ating competitive and investor-friendly commercial environments. 
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Promoting small business is another major challenge given the important role of 
small business in economic growth and development. Small businesses are critical, 
both in the United States and in Africa, to achieving increased investment, job cre- 
ation, and sustained economic growth from trade. 

Trade financing and access to credit also present a serious challenge to AGOA im- 
plementation and trade development. In addition to U.S. financing provided by the 
U.S. Overseas Private Investment Corporation (OPIC), EX-IM Bank, and the Trade 
and Development Agency (TDA), I am pleased at the progress made by many Afri- 
can countries in setting up well-managed trade development and financing funds. 

The HIV/AIDS pandemic is having an impact on AGOA implementation and ef- 
forts to strengthen the U.S. -African trade and investment relationship. This pan- 
demic is a serious threat to African economic development, productivity, and poverty 
alleviation. In some African countries, HIV/AIDS is undermining the positive devel- 
opment gains experienced over the last two decades. 

Another challenge facing AGOA implementation is preparing for the post-2005 
phase-out of the country quotas under the WTO Agreement on Textiles and clothing. 
The elimination of quotas is widely expected to lead to greater competition and sig- 
nificant changes in the scope and nature of global textile and apparel trade. The 
Administration has been working with U.S. and African businesses to access the po- 
tential impact of the impending quota elimination. 

In addition to the challenge presented by quota elimination, the expiration of 
AGOA’s third country fabric provisions in September 2004 is causing some serious 
concern. AGOA currently provides Lesser Developed beneficiary countries with duty- 
free access for apparel made from third-country fabric. Many in AGOA’s tripartite 
alliance are requesting that the United States extend AGOA’s third-country fabric 
provisions beyond 2004, particularly since there was a delay in countries obtaining 
their apparel visas and actually shipping apparel under AGOA. U.S. and African 
businesses are actively examining which products and fabrics will be most seriously 
affected by the expiration of the third country fabric provisions. 

THE FUTURE OF AGOA 

AGOA’s unique tripartite alliance has made a lot of progress on AGOA implemen- 
tation. AGOA’s success is a direct result of our work together on increasing the U.S.- 
Africa trade and investment relationship. There are some legislative options avail- 
able that could have an important impact on the future success of AGOA. 

One of the highlights of the recent AGOA Forum was President Bush’s pledge to 
work with Congress on extending AGOA beyond 2008. The announcement was 
hailed as a further demonstration of the United States’ commitment to promoting 
African economic growth and development. The Administration will continue to seek 
advice as it works with Congress on extending AGOA beyond 2008. I look forward 
to hearing about any initial views that Congress may have regarding the extension 
of AGOA. 

One immediate concern is the issue of the expiration of AGOA’s third country fab- 
ric provisions. As you may know, we are trying to respond to concerns that ending 
the third country fabric provisions will disrupt trade in the region. There are strong 
indications that sub-Saharan Africa will lack the capacity to competitively supply 
its fabric needs after the expiration of AGOA’s third country fabric provisions. Based 
on consultations with Congress, private sector representatives, and African govern- 
ments, we are trying to evaluate this issue and review the possible effects of a 
short-term extension of AGOA’s third country fabric benefits. We are examining 
ways that an extension could support current operations, while maintaining the in- 
centive to develop fabric and yarn industries in Africa. 

There is already active discussion among the tripartite alliance about the need for 
“AGOA III” legislation. Several views on possible AGOA III provisions are being dis- 
cussed by U.S. and African NGOs, government officials, and private sector rep- 
resentatives. These provisions include making additional technical corrections and 
legislative clarifications, expanding the types of products eligible for AGOA benefits, 
providing certain tax benefits, supplying more technical assistance, supporting Afri- 
can compliance with U.S. agricultural standards, and increasing the flexibility of 
U.S. trade financing agencies to support AGOA trade. The Administration will con- 
tinue to consult with Congress regarding these proposed provisions. 

CONCLUSION 

The Administration has placed great emphasis on working to ensure the full im- 
plementation AGOA. Through AGOA, African and American businesses are working 
together to seek mutual benefits from expanded growth and commercial opportuni- 
ties in Africa. Together they are addressing the challenge of maximizing and real- 
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izing tangible trade benefits. USTR is committed to expanding America’s economic 
links with Africa. We will continue to build on AGOA’s unique tripartite alliance. 
We look forward to the continued advice, encouragement, and support from Con- 
gress as we continue to work on AGOA implementation. 

Mr. Chairman, Senator Biden, and Members of the Committee, thank you for pro- 
viding me with the opportunity to speak before you today. I look forward to answer- 
ing any questions you may have. 

The Chairman. Thank you very much for that testimony. 

Secretary Kansteiner. 

STATEMENT OF HON. WALTER H. KANSTEINER III, ASSISTANT 

SECRETARY OF STATE FOR AFRICAN AFFAIRS, DEPART- 
MENT OF STATE, WASHINGTON, DC 

Mr. Kansteiner. Thank you, Mr. Chairman, very much, and 
thank you for hosting this and allowing us to share some of the 
good news that is coming out of Africa. As you know, AGOA is one 
of the pillars of our Africa policy, and so it is great fun, and it is 
very important that we shine a little light on it from time to time, 
and thank you for your leadership. 

Senator Feingold, thank you for your continued concern and in- 
terest and leadership in things African. It is a great privilege to 
work with both of you, Senators, on issues that face us on the con- 
tinent. 

If I could just spend a few minutes talking about some of the suc- 
cess stories, Flori has done a very good job laying out the objectives 
and some of the hard work we still have to do, but I would just 
like to take a few minutes to tell some tales from Africa and see 
what this thing called AGOA really does. 

In Lesotho, a tiny little mountain kingdom in southern Africa, we 
have 25,000 new jobs created because of AGOA. Most of it is in tex- 
tiles, and most of it is creating apparel, simple apparel for the 
United States market, 25,000 new jobs, and as you said, Mr. Chair- 
man, now there are more people working in Lesotho’s manufac- 
turing sector than in the Lesotho Government for the first time 
ever. We have $100 million of new investment in Lesotho, mostly 
because of AGOA, and AGOA is making a true impact there. 

South Africa, a very different country, right next door, has a very 
sophisticated industry, automobiles. Their automobile exports to 
the United States because of AGOA is up sixteenfold, and 20,000 
new jobs have been created in that country because of the various 
AGOA products that now can come into our country duty free. 

Zambia. This is an interesting one. It doesn’t show up on any of 
our statistics, because what Zambia does is produce cotton that is 
then exported to South Africa for apparel, to spin into fabric and 
yarn and make apparel out of. That export from Zambia to South 
Africa doesn’t show up on any of our tables, but it is very real for 
the Zambian cotton-growers and the people that in fact are working 
those farms and creating the jobs. It’s been a big plus for the agri- 
cultural sector in Zambia. 

Cape Verde, a little island off the west coast, is now producing, 
catching, canning, processing tuna and mackerel for the United 
States. Hundreds of jobs have been created there. 

In Uganda, a very interesting example that I saw outside of 
Kampala, an apparel manufacturer that realized he really wanted 
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to get into more sophisticated apparel than just T-shirts, so he de- 
cided he needed to find a niche in this giant American market. 

He came and did some research, and realized that organically 
grown cotton, and organically constructed apparel might be a sell. 
You know, California is a big place, they like that stuff, and in fact 
he went up to northern and central Uganda where he worked with 
some cotton growers, and they now are growing organic cotton in 
Uganda. He brings it down to Kampala, spins it into yarn and fab- 
ric, and is making some very, very attractive sportswear, all-or- 
ganic cotton sportswear for the U.S. market. It’s a great story in- 
ternally, vertically integrated, as we say, and creating hundreds of 
jobs. 

Those are some of the success stories. How about the challenges? 
And I would yield to Flori’s very good explanation on the extension 
issues. We do have some dates coming up. We want to work with 
you all to see what the best way forward is on the third country 
fabric extension as well as the overall 2008 AGOA extension. We 
look forward to doing that. You know our inclination. We need to 
deal with the politics of it all, and so we look forward to working 
with you all. 

Senator Feingold, the eligibility for AGOA is important. We have 
had meetings, very recent meetings, as Flori mentioned, where 
there are certain countries that in fact are on the list now, that are 
being carefully reviewed and are being considered not to retain 
their eligibility, so we do take it seriously, and we are looking at 
it as we speak. 

Finally, I’d like to conclude with a segue into the next panel, and 
that is, does AGOA and does trade breed investment, and Mr. Har- 
mon, who has done a terrific job on his Capital Flows Committee, 
will speak to this directly, but we do in fact think that trade does 
lead to investment, and we want to see that transition occur. 

Investment in these AGOA countries is on the rise. It’s not as big 
or fast as we would like, and we are looking for ways to improve 
that and encourage that. It’s not only FDI, if I might add. Foreign 
direct investment is critical to sub-Saharan Africa, but portfolio in- 
vestment is very important, too, and that’s why at the State De- 
partment and elsewhere in the administration we’re working hard 
to look at how do we create the capital markets for Africa. 

There are 18 stock markets right now in Africa today. That’s the 
good news, 18 places where an African entrepreneur can go raise 
capital. The bad news is, there are 18 of them, and they’re all too 
small, except for one or two, all too few liquidity, buy-in is low, and 
so we’re looking for ways to in fact integrate and harmonize these 
capital markets to make them more attractive. 

But thank you very much. 

[The prepared statement of Mr. Kansteiner follows:] 

Prepared Statement of Hon. Walter H. Kansteiner III, Assistant Secretary 
of State for African Affairs 

Mr. Chairman, Ranking Member Biden and members of the Committee, thank 
you for inviting me to testify before the Committee today on the African Growth and 
Opportunity Act (AGOA). It is a particular pleasure to testify on AGOA before this 
Committee because it allows me to again congratulate the Chairman and other 
members of this Committee who were instrumental in enacting AGOA into law in 
2000, and in the passing of the “AGOA II” package as part of Trade Promotion Au- 
thority last summer. 
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Mr. Chairman, you have asked me to address the impact of AGOA on African 
countries. I am very pleased about the impact AGOA has had on African countries. 

First, a few trade numbers. Excluding energy products, our AGOA imports includ- 
ing products covered by its GSP provisions rose 50% in 2002 to $2.2 billion. This 
is a relatively low level compared to our overall imports of over $1.1 trillion in 2002, 
but this isn’t trivial for Africa. The United States is sub-Saharan Africa’s largest 
single-country market, the recipient of about one-quarter of sub-Saharan Africa’s ex- 
ports. 

Total AGOA imports increased 10% in 2002, to $9 billion, about half of our overall 
imports from sub-Saharan Africa. About three-quarters of that was oil. 

Behind oil, the biggest AGOA import has been apparel. We imported over $800 
million in apparel under AGOA in 2002, more than double the 2001 figure, and 
overall imports in this sector from AGOA-eligible countries are up over 50% from 
2000. We have also seen under AGOA large levels of imports of transportation 
equipment, minerals and metals, agricultural products, and chemicals. 

Increases in AGOA trade happened despite the fact that our overall imports from 
sub-Saharan Africa have actually declined since 2000, mostly due to the drop in key 
commodity prices — especially oil, which accounts for about 60% of our imports from 
the region — and the general slowdown in the global and United States economies, 
with a corresponding slowdown in our overall imports. 

While my testimony contains numerous examples of success stories, we need to 
do a lot more to encourage African economies to diversify, build the economic and 
policy infrastructure to conduct and facilitate trade, and to attract foreign invest- 
ment. AGOA, along with these other initiatives, is in our view the right way to go. 

In Africa, our overall commitment is to reduce poverty through economic growth, 
and trade is one of the tools that can make this happen. AGOA is a large part of 
the U.S.-Africa trade strategy where the primary objective is to integrate African 
economies into the world trading system. We want these countries to build strong 
partnerships not only with the U.S. but with other countries around the world. 

As AGOA goes forward, we also need to realize that the Administration has sev- 
eral new trade-promotion initiatives — starting with the President’s Trade Initiative 
for Africa (Trade for African Development and Enterprise). The U.S.-SACU (South- 
ern Africa Customs Union) Free Trade Agreement negotiations will serve as a build- 
ing block for future market-opening agreements with the United States. As a lead- 
ing trading nation, the United States has much at stake in making these trade ini- 
tiatives succeed. 

Behind the trade numbers are many success stories and many examples of how 
AGOA is helping Africans. 

One we hear a great deal about is Lesotho. This small, land-locked country of only 
2 million was sub-Saharan Africa’s second largest exporter of manufactured goods 
to the United States in 2002. Last year it sent $320 million in apparel products to 
the United States, over 99% of it under AGOA. According to Lesotho’s trade min- 
ister, AGOA has created over 25,000 new jobs in Lesotho’s apparel sector so far, and 
over twenty plants have opened or expanded since 2000. A new plant is opening in 
one of Lesotho’s poorest rural districts that will employ 5,000 local residents. For 
the first time in Lesotho’s history, more people are employed in the manufacturing 
sector than by the government. 

South Africa, the most important economy in Africa, has greatly benefited from 
AGOA. It exported over $1.3 billion under AGOA in 2002. Exports of automobiles 
have increased sixteen-fold since AGOA went into effect, creating extra investment 
and employment in that industry. Long-term declines in the South African textile 
and apparel sectors have been reversed and workers hired as AGOA exports almost 
tripled in 2002. A small specialty ice-cream maker found a new market in the 
United States and has greatly expanded its business. South African agricultural 
products like oranges, fruit juices, and fruit candies have for the first time found 
markets in the United States, and sales of products like wine, household appliances, 
and footwear have increased. 

A South African economic consultancy last year estimated that AGOA has been 
directly responsible for the creation of 19,000 new jobs and indirectly for at least 
40,000 others. Importantly, its AGOA exports are concentrated in labor-intensive 
sectors, helping create jobs in a country faced with persistently high unemployment 
rates. 

Kenya saw its overall exports to the United States increased by 50% last year 
thanks to greater apparel exports under AGOA. Kenya has estimated that 30,000 
people hold jobs directly related to AGOA, and over 150,000 others have jobs indi- 
rectly linked to AGOA, in industries that support companies manufacturing for ex- 
port under AGOA. Even manufacturers that aren’t selling their products directly to 
the United States are benefiting — for example, half of Kenya’s sisal production is 
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used in dartboards that we import under AGOA. Kenya’s export promotion agency 
estimates they have seen over $45 million in such “backward linkages” into Kenya’s 
economy. And just this month, Kenya announced it would for the first time export 
processed coffee to the United States under AGOA. AGOA has increased employ- 
ment, provided extra income for urban and rural workers, and given a boost to Ken- 
ya’s economy. 

Uganda is another major coffee producer. Now under AGOA a new firm is proc- 
essing coffee before exporting it to the United States — the first time Uganda has 
ever added value to its coffee exports, which account for 2/3 of its export revenues. 
Also thanks to AGOA-inspired investments, new exports of apparel to the United 
States began in 2002, not only employing urban workers but also boosting income 
for Ugandan cotton farmers. 

Two American companies have invested in plants in Ghana to finish and re-export 
socks to the United States — these first-time investors in Africa are employing 400 
Ghanaians. Another American firm manufactures dried soup mixes in Ghana for ex- 
port to the United States, and investors from Malaysia and Mauritius are preparing 
operations with an eye on the American market. 

In Cape Verde, American and Portuguese firms have expanded fish processing 
businesses and are exporting locally-caught, high-quality tuna and mackerel to the 
United States. Cape Verde began exporting shirts under AGOA just last December. 

Foreign companies have invested over $250 million in spinning operations in Na- 
mibia, creating some 20,000 jobs by 2005. In the past few months we have seen 
large increases in exports to the United States under AGOA as these operations 
come on-line. AGOA is diversifying Namibia’s economy beyond diamonds, minerals, 
and subsistence farming. 

A small handicraft company in Tanzania has boomed since AGOA. Before AGOA, 
it employed 25 people and exported $20,000 a year worth of arts and crafts to the 
United States. Now, it has increased its exports to the United States ten-fold and 
has created new jobs and provided income for 125 poor Tanzanians, mostly women. 

Not all AGOA-related successes involve exports directly to the United States. 
AGOA is also stimulating intra-regional trade and investment. For example, Na- 
mibian plants produce parts that are included in South African cars exported to the 
United States. 

Zambian cotton exports to South Africa more than doubled in 2002 thanks to in- 
creased demand generated by AGOA. This doesn’t register as an AGOA export but 
thousands of Zambian farmers have nonetheless seen their incomes rise thanks to 
increased demand for their cotton. Also in Zambia, a local manufacturer is now ex- 
porting yarn to South Africa — without AGOA, the owner of this factory said they 
would have gone out of business, and hundreds of Zambians would have lost their 
livelihoods. 

We have witnessed increased African investment in other African countries 
thanks to AGOA. Mauritian firms have been especially active. They are investing 
in Mali to build a plant that will produce yarn from Malian cotton. This will employ 
Malians, boost incomes for Malian cotton farmers. Its product will then be used by 
apparel plants in Mauritius for products destined for export under AGOA. 
Mauritian companies have invested in Madagascar, Mozambique, and Ghana, and 
are looking at Senegal, all due to AGOA. 

As we look at various AGOA success stories, there is no avoiding the fact that 
with a few exceptions, the biggest beneficiaries have been in the textile and apparel 
sector operating in southern Africa. I suggest a couple of reasons for this. 

Major winners from AGOA like South Africa, Namibia, and Lesotho have a com- 
bination of factors in their favor. They have reasonable commercial frameworks that 
allow businesses to set up and operate relatively freely, and governments that have 
encouraged investment and trade. A company won’t invest if the obstacles are too 
great, or the fear of effective expropriation by unreasonable regulation or corruption 
too high. 

These countries are also for the most part relatively large markets — or are tied 
to larger markets such as the Southern Africa Customs Union, in the case of Leso- 
tho, Swaziland, and Namibia. They have also been stable politically. 

Some countries have seen little benefit from AGOA. Some are simply poor, iso- 
lated countries with relatively little economic activity, or little capacity to effectively 
produce and market products that might find buyers in the United States. 

Unsurprisingly, countries with poor governance and/or political instability have 
not been able to benefit from AGOA. An unfortunate example is Madagascar. 
Dubbed the poster-child for AGOA in December 2001 by the Wall Street Journal be- 
cause of its booming apparel industry, Madagascar slid into six months of instability 
and unrest soon after due to a political crisis. Even though the political situation 
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has stabilized and the new government is doing well, Madagascar’s AGOA-based ex- 
ports are down by a third for the first quarter of 2003 over 2002. 

Other countries have simply failed to exploit advantages they enjoy to benefit 
from AGOA. Nigeria is an example. They are by far the largest exporter under 
AGOA in dollar terms, but that is almost entirely because of oil — which would be 
sold to the United States even without AGOA or GSP. Although they have a vibrant 
private sector, they have done relatively little under AGOA. Other countries like 
Zimbabwe, which until recently was a very competitive African economy, have of 
course failed to even gain AGOA benefits due to their failure to meet the eligibility 
requirements. 

Quite simply, AGOA benefits have largely accrued to those countries that have 
done the most to help themselves, encouraging investment and trade, and maintain- 
ing stability. We have worked with other countries to try to improve the results of 
AGOA through our trade capacity building programs and will continue to do so, but 
ultimately whether a country can benefit from AGOA is largely in their own hands. 

We hope to see greater agricultural trade between the United States and Africa. 
To do this we are working with African countries on food security issues and on U.S. 
sanitary and phyto-sanitary (SPS) requirements in particular. The Department of 
Agriculture and its Animal and Plant Health Inspection Service (APHIS) have, with 
the support of the U.S. Agency for International Development, stationed an APHIS 
scientist at the USAID trade hub in Botswana to help governments and businesses 
in southern Africa meet our SPS standards. Soon, two additional APHIS scientists 
will be providing similar services through the trade hubs in eastern and western 
Africa. 

Trade and employment numbers are the most obvious way of measuring the im- 
pact of AGOA, but we shouldn’t forget the non-quantifiable impacts. For example, 
most AGOA-eligible countries have established local AGOA committees, usually in- 
volving governments and businesses, and frequently our Embassies. The creation of 
U.S.-market oriented organizations such as these, and the sheer volume of news and 
commentary in African countries about AGOA demonstrate a shift in thinking. Sev- 
eral countries have credited AGOA’s textile visa system for helping them to upgrade 
and improve the operations of their customs service — a nice side effect. 

The AGOA Forum has also been great. We held the first one in October 2001. It 
was the first major international conference hosted in Washington after the attacks 
of September 11. The participation of the President and half of the Cabinet, includ- 
ing Secretary Powell and Ambassador Zoellick, plus several members of Congress, 
demonstrated our commitment to Africa and AGOA. 

The second AGOA Forum was in Mauritius this past January, and was a smash- 
ing success. In addition to a very lively governmental Forum, which Chairman 
Thomas and four other House Members attended, the Mauritians helped organize 
a private sector event that attracted over 900 businesspeople, mostly from the U.S. 
and Africa, including small African enterprises and American giants like Microsoft 
and Boeing. The fact that Mauritius volunteered to host this event demonstrated 
African buy-in to AGOA. I must note that although we have not decided whether 
we would ever consider having another AGOA Forum outside of the United States, 
African countries are already volunteering to host future forums. 

AGOA is well underway. Now we are considering the future of AGOA, keeping 
in mind President Bush’s videotaped announcement at the Mauritius AGOA Forum 
of his desire to see AGOA extended beyond 2008. There are three key dates to re- 
member. 

The first is September 30, 2004, when the third-country textile benefit is due to 
expire. Many AGOA beneficiaries have used textiles from places like China in their 
U.S.-oriented apparel sectors, and have expressed concern that this benefit is ending 
too soon. On the other hand, there have been major investments in textile plants 
in Africa made explicitly with this date in mind. We will need to work together on 
this question. Currently we in the Administration are exploring whether or not to 
recommend extending the benefit. Of course we very much want to hear Congress’s 
views as well, and will discuss this with other interested parties in the United 
States and Africa. 

The second date is January 1, 2005, when the WTO Agreement on Textiles and 
Clothing expires — and with it, the current global system of quotas on textiles and 
apparel. Our experts in government and in industry are assessing the effect this will 
have on the global apparel market, and on African producers. It is expected that 
the share of global production for large, cheap producers like China and Vietnam 
will rise dramatically, and high-cost, inefficient producers can expect to go out of 
business, accelerating a decades-long trend toward more efficient producers. Artifi- 
cial quota-driven operations such as plants in the United Arab Emirates run and 
staffed entirely by workers from Sri Lanka will likely disappear very quickly. 
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But we are not convinced that all production will immediately leave Africa. First, 
tariffs will remain in place. That means AGOA producers will have a roughly 17% 
cost break compared to non-AGOA countries in the U.S. market. 

Second, not all buyers will want to switch immediately to China or Bangladesh. 
Many buyers have relationships with producers in other countries that meet their 
needs well, and can be expected to continue. Also, companies will probably wish to 
have some diversity in where they source their apparel, in order to reduce vulner- 
ability to shocks caused by natural disasters or political changes. The recent inter- 
ruption in trade caused by the SARS outbreak in China is an example of this risk. 

Taiwanese firms, major players in Africa that are uniquely subject to pressure 
from China, can be expected to maintain operations outside of China. Taiwanese 
firms continue to make new investments in places like Lesotho and Mauritius. Fi- 
nally, the terms of China’s accession to the World Trade Organization allows some 
temporary special measures to constrain disruptive surges in exports from China. 

There is no question that African producers will have to compete more effectively, 
and not all will be able to do so. They will have to rise to this challenge, but I do 
not believe they will all fold in 2005. 

The third date is September 30, 2008, when the trade provisions of AGOA are due 
to expire. We are considering what is being called informally AGOA III, the exten- 
sion of AGOA. As we do so, we should consider other factors in our trade and eco- 
nomic relationship with Africa. 

Should AGOA III cover more than just trade in goods? Should it expand to include 
trade in services, or to consider investment incentives? Are there other elements of 
economic cooperation that could be included in AGOA, or should we stick to its em- 
phasis on trade? 

Again, we are just now beginning consideration of what shape AGOA III should 
take, and of course look forward to close consultation with Congress as we try to 
shape this new phase for AGOA, and for our economic relations with sub-Saharan 
Africa. 

But there is another date, somewhat farther off, that we must also be aware of. 
In 2015, we hope that through the WTO we will have achieved a virtually duty-free 
system for international trade. Preference programs such as AGOA will no longer 
help developing countries. We — and they — need to move to solidify and advance eco- 
nomic gains in these states to prepare them for the opportunities and competition 
of a truly global free-trade environment. 

I am very pleased at the positive effects of AGOA these past 21/2 years. It is help- 
ing to create a new dynamic in Africa, to deepen the economic ties between those 
eligible countries and the United States. And it has given Africans new hope. 

Again, Lesotho is a great example of the progress countries can make. Lesotho 
has been regarded by some as a sleepy backwater. Now it’s increasingly seen not 
as an object of pity, but as a model to emulate. I am confident other African coun- 
tries, with the right mixture of wise policy-making, improved market access, and 
well-targeted assistance, can also make this leap. Thank you. 

The Chairman. Senator Feingold. 

Senator Feingold. I just wanted to indicate that Senator Biden 
wanted to be able to join us today but he could not, and he has 
asked that written testimony from Amnesty International USA be 
entered into the record. 

The Chairman. It will be entered into the record in full . 1 

Senator Feingold. I want to thank the witnesses. I have to go 
to a Judiciary hearing. 

The Chairman. Would you like to ask some questions before you 
go? 

Senator Feingold. I am going to have to go about now, but I will 
submit some questions for the record if I may, Mr. Chairman. I 
thank you for holding this hearing. I thank the witnesses. 

The Chairman. Thank you for attendance in the midst of all the 
responsibilities. 

Let me begin the questioning, then, by asking, I suppose obvi- 
ously, if we are to move to extension of AGOA, how long? We have 


1 See page 50. 
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2008 mentioned as the point of departure for this new amendment. 
In terms of your administration or the political seasons or what 
have you, as you mentioned, what advice can you give on those 
critical elements? 

Ms. Liser. Thank you, Senator. We actually in the administra- 
tion are just beginning to look at some of the proposals that are 
coming forward. There is an AGOA III coalition that has formed. 
They meet regularly. They’ve been coming up with a list of poten- 
tial items. The date of extension is one of the things that they have 
addressed. It’s also addressed in the capital flows report that just 
came out. 

Some people think an additional 10 years is good. Some people 
think that perhaps the date 2015 makes sense, because there are 
some other proposals that are on the table in the WTO that have 
2015 as a point at which the whole world would be duty free on, 
for example, industrial products, so perhaps 2015 as an extension 
date for Africa to have duty free access to the United States makes 
sense. 

We’re looking at the full range of proposals, and we would like 
to have a chance to speak with you and others about how long you 
think makes sense as well. 

Thank you. 

The Chairman. Do you have anything to add, sir? 

Mr. Kansteiner. I think 2015 is a date floated quite frequently, 
and it seems like it makes some sense to us, but we would like to 
work with you on it. 

The Chairman. In any event, you have identified a coalition that 
is thinking about this in a concerted way, and thinking about not 
just the date, but likewise the contents of what we might want to 
achieve going to the well again to try to get the two houses to sup- 
port this extension. 

You have mentioned success stories, and obviously some prob- 
lems. The fact is, there are many countries in Africa that have not 
been involved in AGOA. One of the good things that comes from 
our hearings for potential American ambassadors to all of the coun- 
tries of Africa is an opportunity to ask each one their views on 
AGOA, first of all if they have views, if they’re aware of the whole 
business, and each really I found is quite knowledgeable. Fre- 
quently countrymen come to the hearings of the country that is 
being considered that day and affirm informally that this has been 
a remarkable success. This is always heartening to the champions 
of AGOA. 

On the other hand, there are a good number of blank spots on 
the map. What do we do about that? What sort of advocacy evan- 
gelism or extension is required here on the part of African nations, 
on our parts — these being the two major players in this equation? 

Mr. Kansteiner. It is something that we drill into our ambas- 
sadors, every one of them, before they go out and so I’m glad to 
hear that they are sensitive to it and well versed in it. 

There’s a good example of Senegal. About 2 years ago, Senegal 
was demonstrating very little opportunistic building on AGOA. I 
mean, they just weren’t doing that much with it. They have a won- 
derful tradition of textiles in Senegal and throughout West Africa, 
so it was a natural. They are geographically that much closer to 
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the east coast of Africa than other major textile producers that 
have emerged, certainly closer than, say, Lesotho, and yet Senegal 
hadn’t done anything, and so we, our ambassador did a very good 
job of putting together these Senegalese with some American and 
Mauritius capital. 

Now, Mauritius has been a great example of taking full advan- 
tage of AGOA. In fact, they were a real mover and shaker in get- 
ting it through, as you know, and in fact Mauritian capital went 
to Dakar, Senegal, and they formed a limited partnership, and now 
we’re seeing Senegalese textile manufacturing getting set up and 
in fact competing very vigorously. 

So it’s that kind of, sometimes putting people together is one of 
our jobs, and I hope every one of our embassies is trying to do that. 

Ms. Liser. I think another thing that, as I, as being relatively 
new in this position, as I have been meeting with trade ministers 
from the African countries as well as with their ambassadors here, 
and even some industry people as I have traveled, started traveling 
throughout Africa, I have said to them that it is very important for 
them to have a strategic plan for AGOA, how to take advantage of 
AGOA, and in a number of cases, some of them, AGOA happened, 
and they just sort of sat there thinking that something was going 
to happen sort of automatically as a result of AGOA and not under- 
standing that there were certain things that they needed to do. 

So one of the things I say to them is, I ask them, do you actually 
know what your top five products are that you’re competitive in, or 
would be able to be competitive in, in selling into the U.S. market, 
and some of them go, “well -” but others of them will say, oh yes, 
it’s — and then they run down what their products are. 

So for every country I’m encouraging them to do that, and en- 
couraging them, once they know that, to then come here with peo- 
ple in those particular industries and try to set up matchmaking 
meetings with potential U.S. investors, and just, I would like to 
give one example. It is Lesotho, even though Lesotho is doing well 
in apparel, but Lesotho has fabulous clay, and this clay is supposed 
to be some of the best clay to make ceramics. 

They had a company that was actually European-based a num- 
ber of years ago which left, I think about 2 years now, and so they 
actually have this wonderful clay just sitting there with no one 
doing anything with it. What I would say to the Lesothans, and 
have said to them, is that you should bring your people here who 
were involved in the ceramic industry at the time that it was actu- 
ally functioning in Lesotho, bring samples of your clay, come and 
set up meetings with the key ceramics makers in the U.S., and 
then try to see if you can forge some sort of partnership and foster 
some interest in investment in a ceramics industry there, and 
every single sub-Saharan African country, in my view, should have 
a plan and a strategy based on what their comparative advantage 
is. 

The Chairman. I’m just curious about whether the countries, 
through their governments or those involved in the private sector, 
have a good idea of the success of AGOA. 

In preparation for this hearing, for example, we have been fur- 
nished — and this was terrific — with a country-by-country analysis 
of trade and investment. It is a great story. We have a comprehen- 
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sive view of the whole continent, and a country-by-country anal- 
ysis. I’m wondering whether this is available to all of the embassies 
in Washington from African countries or to our ambassadors who 
are out there. 

I’m hopeful the answer is yes, and clearly I know you make every 
attempt to get this information in preparation for the ambassadors, 
as a follow-through, sort of a running score of how it’s going. 

Ms. Liser. Well, we just finished, as a matter of fact, the annual 
report to Congress on AGOA and its implementation, and one of 
the things that we make sure to do in addition to getting it up here 
to you on the Hill and out to our own industry is to make sure that 
all of the trade ministers from all of the sub-Saharan African coun- 
tries have it so that they can not only see what is written about 
them, but they can also see what is written about the others, and 
we do hear from people. They say, oh, everyone’s going to such-and- 
such a country and no one is coming here, and we would like to 
try to see if we can get people to come here. 

Recently, when I was in Namibia and saw a fabulous factory that 
was set up there, and they’ve employed now over 4,000 people, they 
also gave me a presentation on Walvis Bay, which they said is the 
best place to ship from, better than Durban, or better than Cape- 
town, so they’re actually also looking at other things that they can 
do to make Namibia a more attractive place for investors in terms 
of AGOA. 

The Chairman. I know it’s a totally inappropriate analogy, but 
seeing this chart reminds me of the weekly sports pages, in which 
the winners of golf tournaments are listed, from, say, 1 to 100, and 
I presume if you’re a professional golfer, why, you probably take a 
look at that list and see how you’re coming out. 

I would think that might be true of countries, wondering why the 
neighbor is doing something that’s not happening in their country, 
or in these African democracies, how citizens, even critics of the 
government might take a look at this and wonder, why isn’t this 
happening to us, who is asleep at the switch 

Ms. Liser. Exactly. 

The Chairman [continuing]. In our government? So this informa- 
tion, it seems to me, is a powerful tool toward encouragement on 
this general question of more people being interested. 

Now, having said that, it’s a tough thing to do, because as you’ve 
pointed out, aside from the energy sector, there’s an enormous con- 
centration on textiles. 

At the beginning of the economic recovery of Eastern Europe, for 
example, at the time of the breakup of the Soviet Union and new 
freedom for the Eastern European States and what-have-you, al- 
most inevitably, almost each Ambassador or Foreign Minister who 
came to Members of Congress like myself as well, I’m sure, as to 
the administration at the time, who wanted to sell textiles, or 
sometimes cheese and dairy products, which in terms of our protec- 
tionist system on those things has equal problems. 

This is the reason it was very hard to pass AGOA, quite frankly. 
You keep running up against those sectors in our own economy 
that are the most protectionist. Now, they would claim that that 
really isn’t so, but in fact politically I’ve found that it is so. So the 
dilemma of how you move through all the rocks and shoals of this 
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is tough. You wish you could find somebody who wanted to sell us 
something else. 

Now, that’s what you have been trying to point out today. Clay, 
pottery, or more refined goods, or something indigenous in the soci- 
ety that has a market here. How do we go about doing that? Obvi- 
ously, it’s the responsibility of the country, of people who are at- 
tempting to make a living, or attempting to do better? Many are 
ingenious, but at the same time, the breakthroughs appear to be 
far too few. I’m just wondering how we stimulate interest in ex- 
panding the list. 

Mr. Kansteiner. There are a couple of ways that we’re actively 
doing it, and we’re learning as we go, quite frankly, but we have 
set up three trade hubs throughout Africa, one in Nairobi for east, 
and Accra, Ghana, for west, and Gaborone, Botswana in the south, 
and these trade hubs we staff with trade experts from various 
agencies in our government. 

They go down, they’re working with African entrepreneurs trying 
to figure out what are the goods that can come into this country, 
what are the goods that, in fact, you have? Is it clay, is it bead- 
work, is it whatever, and sometimes it can get into very sophisti- 
cated manufacturing issues, too; is the platinum that you’re pro- 
ducing, could it be made into catalytic converters for the auto in- 
dustry? 

Much of that expertise is now housed in one of these three trade 
centers. Now, we’re trying to get out from there, too, but ultimately 
it’s interacting with African businessmen, African businesswomen 
in making them aware and getting them to focus on what is the 
product that they can ship into this huge market called the United 
States. 

One area, and you touched on it just now, is agriculture. There 
are African agricultural products that do have a comparative ad- 
vantage in our markets, but they have to go through the sanitary 
and phytosanitary requirements. It has been a real impediment. 

Finally, we now have some sanitary experts stationed in these 
trade hubs and in our embassies around Africa to help African ag- 
ricultural products get the correct certification to come into our 
markets. 

The Chairman. Well, that is very important. In our work on the 
Agriculture Committee I’m aware of how difficult this is. Yet at the 
same time we have hearings routinely there about food safety in 
the country. This is a very big issue, leaving aside the trade aspect. 
This technical support is really of the essence in opening up those 
avenues. 

Ms. Liser. If I could just mention one other area that’s impor- 
tant, the agribusiness, because building on, many of the African 
countries tell us that they don’t want to just send their raw mate- 
rials to us. They really would like the chance to have some value 
added, some manufacturing value added, and to be able to earn 
more for the products they have, so agribusiness is an area that 
we’re also encouraging them to look at and see if they can do some 
joint ventures with U.S. producers like Heinz and Cargill and oth- 
ers. 

The Chairman. Let me ask about textiles specifically. Regardless 
of our hopes for extension, this will be a critical item. Please ex- 
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plain in commonsense terms for the benefit of this hearing and its 
record what is at stake with the 2005 situation, and how textiles 
in Africa can succeed beyond that time. Literally the barriers are 
eliminated, and worldwide competition floods in. How can you de- 
scribe the constructive steps that you think are required? 

Ms. Liser. Well, I think the combination of the end of the third 
country fabric provisions under AGOA in September 2004, and the 
end of the global quota system under the multifiber arrangement 
in January 2005, have serious implications for the African coun- 
tries and their ability to continue building both their apparel in- 
dustry and the textiles industry. 

I think there are a couple of keys to this. Many, many people 
have said that investment that has made, Asian investment par- 
ticularly that has been made in Africa after the MFA ends will sort 
of just leave. We’ve been talking to people, and we are now begin- 
ning to understand that yes, some of it will leave, but there are 
people who are there permanently. The folks who, for example, are 
in that Namibia factory, I asked them specifically, and at least at 
this point they said no, we’re here for good, we’re building more. 
I think that’s important. 

I think the other thing that’s important is vertical integration, 
that the countries that will do the best in keeping an apparel in- 
dustry strong will be those that have also figured a way to either 
vertically integrate within their own economy, using their own cot- 
ton, making the yarn and the fabric and then putting it into ap- 
parel, or working regionally, where they bring the cotton in from 
other countries in the region, as Walter was saying, who have the 
best cotton, and maybe make the textiles. Nigeria, for example, is 
supposed to be a country that could do well in the textiles industry 
but has not yet done so, building that up and then sending those 
textiles to maybe South Africa, where they’re very good at making 
the apparel. 

So vertical integration is important, and I think just one last 
point. People do forget that even when the MFA ends in 2005, 
there would actually still be quotas — I mean, tariffs in place of 
about, maybe about 12 to 14 percent on a lot of those products, so 
even though we will have a quota free world in terms of textiles, 
we will not have a duty free world, and the Africans who can still 
have duty free access to the U.S. market will continue to have 
some comparative advantage relative to others, who will not, even 
the Chinas of the world. 

The Chairman. Let me check whether the $345 million in trade 
capacity-building has been equitably distributed. I’m sure that 
there’s a feeling that that has been the case. Obviously some appli- 
cants are maybe more aggressive, and maybe have greater pro- 
grams than others. 

What do you say to countries that come to you and say, why are 
we not getting our fair share of this, or any share? Please describe 
the rules of the road for that money, or for whatever else we should 
do. 

Ms. Liser. I think that on the trade capacity-building assistance 
we have been doing some of it regionally. I just wanted to make 
sure that people understood that it is not always on a country-by- 
country basis. We have gone in and had seminars where we bring 
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in all of the West African countries, or all the southern African 
countries, et cetera, and so a lot of it has been spent in that way. 

I think for the countries which may have benefited the most from 
it, and I don’t know all of who they are exactly, but my guess is 
that if you are out front with a plan for what it is that you need, 
identifying what kind of trade capacity-building and technical as- 
sistance you need, and can get that to the people at USAID, and 
our competitiveness hubs, then generally speaking you’re going to 
be the one — you know, the squeaky wheel gets oiled. You are the 
ones that then get it. 

This is why we’re encouraging countries to think about the fact 
that you have those hubs there, you have the USAID missions, you 
have the FCS people, and that it is very important that you go to 
them, you identify what it is you need, and we try to be responsive. 

The Chairman. This occurs, you believe, because of the initiative 
of people who are doing the planning. They’re not bilateral agree- 
ments between the United States and country x, or what have you, 
but does it really come as part of the process? 

Mr. Kansteiner. Yes, sir. In fact, all of our embassies in sub-Sa- 
haran Africa that are AGOA-approved countries have and put out 
the word that we are willing and eager to work, but there has to 
be some initiative coming from the entrepreneur. 

The Chairman. President Bush has indicated that he favors a 
free trade agreement with the countries of the South African Cus- 
toms Union. I’m curious as to what you perceive as the time line 
for these negotiations, for completing them, and the prospects for 
additional trade agreements in Africa. 

First of all, please describe for the record what the South African 
Customs Union is, what that encompasses, as well as the time line 
to proceed, and some thoughts about the extension of either bilat- 
eral or multilateral agreements with African countries. 

Ms. Liser. Well, if I could, the South African Customs Union ac- 
tually is the oldest customs union in the world. It is composed of 
South Africa and then what we call the BLNS countries, Botswana, 
Lesotho, Namibia, and Swaziland. 

The Chairman. So there are five countries involved? 

Ms. Liser. Five countries in SACU. The SACU-U.S. FTA negotia- 
tions were actually launched, we had the first round in Pretoria, 
I guess about 3 weeks ago. I led a delegation of about 28 people 
from the U.S. side, from all the agencies, Department of Agri- 
culture, Department of Commerce, State, everyone was there, and 
we covered about 16 issues, nonagricultural market access, market 
access services, et cetera. 

Our next round will be in August back in the region, and the 
third round will be here in the United States in September, and 
we would like to get the message out and make sure that the mes- 
sage about the SACU-U.S. FTA and the benefits of it are broadly 
spread, particularly at that time. 

In terms of the time line for finishing, our goal is to finish by 
the end of 2004, and that time line actually is a little longer than 
our other FTA time lines. They are generally going to be completed 
by the end of 2003, for example the one with the Central American 
countries. That’s the one that’s the closest to this one. 
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There are some things that are a little different about the U.S.- 
SACU FTA from our other negotiations, and we have said that 
asymmetry and special and differential treatment are elements 
that we would like to build into this, and we also have a trade ca- 
pacity-building working group that sits alongside of the negotiators 
to allow us to identify what areas the SACU negotiators need help 
in so that they can be successful in negotiating this agreement. 

And then on your last part of the question about whether or not 
we can extend this to others, we clearly believe that because this 
is the first U.S. FTA with any countries in sub-Saharan Africa, it 
serves as a model for what we can do with other countries in the 
region, and there’s already the idea that’s being discussed of dock- 
ing. 

You know, you have an FTA, and then perhaps another country 
that’s close by in the region that’s met all the criteria can then 
dock into that particular agreement. We would be open to that as 
well, but a lot of that will also depend on how well that country 
can be integrated into the SACU end of it on their part. 

So we see it as a model. We do hope that this agreement will 
show others in Africa such as the COMESA group or the WAEMU 
group that there are prospects for having an FTA with the United 
States if you have the right kinds of policies in place on your end. 

I would just end by saying that one of the reasons that we start- 
ed with SACU, not to mention that they are our largest AGOA 
partners at this point, is that they really had done a lot of the work 
in terms of economic reform, as well as putting in place the kinds 
of regimes, trade regimes that were necessary both individually 
and as a customs union. They have one common external tariff, so 
we are hoping that their example will be an example for other re- 
gional groupings on the continent, and that once we finish this 
FTA, that there are other groups that will say, well, we’re ready 
with an FTA with the United States also. 

The Chairman. Well, that’s an encouraging schedule. I appre- 
ciate the fact that you’ve had the first meeting, and that you have 
led the delegation of 28 members, which is a sizable number, and 
comprehensive in terms of our government’s interest. 

Ms. Liser. That’s right. 

Chairman Lugar. And two more meetings and a third one to be 
held here in Washington in September. 

Ms. Liser. That’s right, yes. 

Chairman Lugar. That might attract, likewise, some interest 
from administration officials, Members of Congress, others in the 
private sector who are following this. I appreciate your highlighting 
that as a part of our record today. 

Well, I thank both of you for your testimony, for both your pre- 
pared testimony as well as your excellent summary remarks, and 
for being so forthcoming in response to those questions. It is an en- 
thusiasm which we share. This is the purpose of the hearing, to 
make certain that there is an extension of that enthusiasm to a 
broader circle. 

Thank you for your participation. 

Ms. Liser. We thank you for holding the hearing. 

The Chairman. The chair would like to call now our second 
panel. It will be composed of Mr. Stephen Hayes, president of the 
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Corporate Council on Africa in Washington, DC, the Honorable 
Janies A. Harmon, chairman of the Commission on Capital Flows 
to Africa, from New York, NY, and Dr. Leon Spencer, executive di- 
rector of the Washington Office on Africa in Washington, DC. 

Gentlemen, we appreciate your coming to the committee today as 
distinguished witnesses. We look forward to your testimony. As I 
mentioned to the first panel of witnesses, your testimony will be 
published in the record in full. We would ask that you proceed as 
you wish in terms of summary comments or a reading of the testi- 
mony. I will ask you to testify in the order that I introduced you: 
first of all Mr. Hayes, and then Mr. Harmon, and then Dr. Spencer. 

Mr. Hayes. 

STATEMENT OF STEPHEN HAYES, PRESIDENT, CORPORATE 
COUNCIL ON AFRICA, WASHINGTON, DC 

Mr. Hayes. Thank you, Senator. It is an honor to be here, and 
I also would like to take the time to salute your staff. Your staff 
has been excellent in working with my own staff and others, and 
we have the greatest regard for people around you, so thank you 
very much for inviting us. 

The Chairman. We share that regard, and you’re very nice to 
make that point. I appreciate it. 

Mr. Hayes. Thank you. I’m not going to read my testimony. I 
simply would like to talk in general and let the written testimony 
speak for itself, but basically, on a positive note AGOA has created 
a new enthusiasm and new support for the United States in Africa. 

At the same time, I think that in Africa the danger is that AGOA 
is creating expectations, and unless we address those in a variety 
of ways, that we are creating expectations that cannot be met eas- 
ily. That is a concern. 

My own organization has conducted 18 workshops, training 
workshops throughout Africa. The response is enormous. We have 
hundreds, sometimes more than 1,000 people, turn out for a work- 
shop on AGOA, which indicates to me the great hopes. Many of 
them come from hundreds if not thousands of miles to be at these 
workshops, so it indicates to me the enormous expectations, the 
hopes that we are putting in people’s lives throughout Africa for 
trade, and the desire for closer relationships with the United 
States, but the fact is that in many cases those expectations cannot 
be met. 

I would advocate a much stronger AGOA, and at least certainly 
the extension of AGOA. In Mauritius at the AGOA forum I spoke 
for an extension to 2015, but I think the reality is that we’re going 
to have to take a much more integrated approach to African invest- 
ment. AGOA is one step for our relationship to Africa, but I think 
that we also need to look at a broader approach to really link the 
economies of Africa to the United States. I think this can be done 
and would help our own economy as well. 

As an investment tool for U.S. investment in Africa, AGOA sim- 
ply has not worked. Again, I say that as a supporter of AGOA, but 
it has not worked as an investment tool. U.S. direct investment in 
Africa has dropped 3 years consecutively. It’s now at its lowest 
level since 1975, and those statistics have to be reversed if we’re 
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going to be able to help our own economy as well as those econo- 
mies of Africa. 

I think that we need to look at how we can help increase invest- 
ment. James Harmon will be speaking to that, and I’m going to 
simply defer to him, other than to say we need to look at issues 
such as tax deferments for companies that want to invest in Africa. 
I think we have to make those changes, and I think that we have 
to look at other creative approaches. 

One of the areas that I think would be most vital to our own 
economy and which we as a Nation are in a stronger position than 
any nation in the world to support in Africa is to begin to look at 
how we increase small- and medium-sized businesses’ linkages be- 
tween the United States and Africa. 

Eighty-five percent of our work force are employed by small- and 
medium-sized businesses. We have the experience of small business 
development. If Africa is going to develop, the African nations need 
to develop a politically and economically stable environment. 
They’re going to have to develop greater entrepreneurship and a 
middle class. I think the U.S. large corporations already in Africa — 
which certainly my organization represents, but 40 percent of our 
membership is also small corporations and 20 percent is medium- 
sized businesses — need to link those small- and medium-sized busi- 
nesses much more actively to their own long-term interests. The 
large corporations are not necessarily the answer to African devel- 
opment, but in fact a broader investment from small- to medium- 
sized businesses. I think in doing that we can help raise our own 
economy, too. 

I am convinced that there could be a very vital, a very active 
linkage between African and the United States economies. Increas- 
ingly, as I travel throughout the continent I am convinced that this 
linkage would be welcomed, that there is certainly a desire for a 
stronger relationship with the United States. 

We need to focus on infrastructure development and certainly ag- 
riculture. Every country can benefit from selling agricultural 
produce to the U.S. market. Every country cannot benefit from tex- 
tile manufacturing, and I think we have entirely too much empha- 
sis on textiles. We need to really be looking at how we open our 
markets more effectively to African agriculture. 

We clearly do need more AGOA training for Americans, not sim- 
ply training of Africans on AGOA. I think we find increasingly that 
Africans, from small entrepreneurs to government officials, know 
more about AGOA than our own population, and we need to be 
able to get the word out more systematically throughout the United 
States on the opportunities for investment in Africa. That is one 
role we need to fill more in our own organization. 

I also have a concern that we create, as Senator Feingold sug- 
gested, more linkages. We do have to protect environmental consid- 
erations in Africa as well with whatever we do, because I think 
there’s also an enormous economic opportunity by doing so. 

The greatest area of investment in the immediate future is infra- 
structure development and tourism. It is going to take a long time 
for change and economic development throughout Africa. We have 
to show patience. We have to commit to a plan which is why I 
praise this administration highly. They clearly are systematically 



26 


developing plans. Whether all parts are agreeable to everyone is to 
me somewhat irrelevant. In the sense that there is a plan that is 
being developed, this administration needs praise and support for 
that. We need to be looking at how we bring in the tourism indus- 
try, for instance. 

There is an enormous market for tourism throughout Africa that 
just simply hasn’t been tapped into. It is right now a $12 billion 
economy for Africa, of which the United States is approximately 1/ 
12th of that. We could link our economies and begin to sell Africa 
much more through tourism. Certainly this is one of the most pro- 
gressive ways we could do that, but particularly I think we need 
to look at business-to-business linkages — how we better link our 
small- and medium-sized businesses to the African economy. It will 
help our economy considerably. It will certainly help Africa. It is 
one area where AGOA simply hasn’t been utilized effectively yet. 

So those are my concerns. Thank you, Senator. 

[The prepared statement of Mr. Hayes follows:] 

Prepared Statement of Stephen Hayes, President, Corporate Council on 

Africa 

THE AFRICA GROWTH AND OPPORTUNITY ACT (AGOA) 

Mr. Chairman, Distinguished Members of this Committee: 

It is an honor to be with you today to discuss the success of the Africa Growth 
and Opportunity Act (AGOA) to date and to state my views on its future. Thank 
you for inviting me to share with you some of the perspectives of the American pri- 
vate sector on this landmark piece of legislation. 

Stated briefly, I believe that AGOA’s record thus far is mixed at best. 

On one hand, it is indisputable that AGOA has shown positive results. Prior to 
this year’s G8 summit, the White House released figures showing that the United 
States is the only major world-trading nation whose share of imports from sub-Sa- 
haran Africa increased between 1996 and 2001. Exports of manufactured goods from 
sub-Saharan Africa to the U.S. increased 8 percent over the same five-year time pe- 
riod, while exports from the sub-Saharan region to the European Union dropped 1.5 
percent. The White House statement identified that much of this growth occurred 
in the textiles and apparel sector. 

In May 2003, USTR published its third Comprehensive Report on U.S. Trade and 
Investment Policy Toward Sub-Saharan Africa and Implementation of AGOA (you 
can also call it USTR’s Report on AGOA). According to the Office of the U.S. Trade 
Representative, AGOA continues to boost trade and investment between the U.S. 
and sub-Saharan Africa. Total trade between the U.S. and the region reached a 
value of nearly $24 billion in 2002. U.S. exports valued $6 billion and U.S. imports 
valued $18 billion. U.S. imports under AGOA, specifically, were valued at $9 billion 
in 2002, a 10% increase from 2001. 

The U.S. direct investment position in sub-Saharan Africa increased 5.8 percent 
at year-end 2001, to $10.2 billion, a figure supported largely by investments in the 
petroleum sector. If one removes the petroleum and gas sector from the equation, 
AGOA is a very different story. Without the petroleum industry, figures are approxi- 
mately 75 percent lower, and many fewer countries are seen as beneficiaries of the 
AGOA legislation. Leaders and economists in African nations recognize this and are 
concerned by the lack of benefits for many of their countries through AGOA, yet 
they remain hopeful despite an increasingly restive population that sees little direct 
benefit from A&OA to their own lives so far. Despite what I believe are the best 
intentions of our nation, there is a strong danger that AGOA will result in 
unfulfilled expectations and increased cynicism towards the United States. 

There are essentially two compatible visions that accompanied AGOA legislation. 
First, AGOA is designed to raise the per capita income of African nations by encour- 
aging those eligible for the program to expand and diversify their exports and, ulti- 
mately, build a manufacturing and production base that will support long-term eco- 
nomic growth. Second, the act is intended to serve as an investment tool for U.S. 
companies seeking African partners. In my opinion, neither approach is working 
very well. 
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The touted “success stories” of the AGOA program are too few. Those with manu- 
facturing capacity already in place are naturally the most immediate beneficiaries. 
The best examples of this are also the most acclaimed: South Africa, Mauritius, Le- 
sotho, Madagascar, and Swaziland. 

USTR reports that South Africa increased its total AGOA exports from $923 mil- 
lion in 2001 to $1.3 billion in 2002, a 45 percent increase. AGOA exports now con- 
stitute 32 percent of total South African exports to the U.S. 

We expect numbers like this from South Africa. Madagascar, a country with a 
much smaller economy, exported goods valued at a total of $79.7 million in 2002, 
equivalent to 37 percent of its total exports to the United States. These exports were 
primarily in textiles and apparel. Influenced by AGOA, Madagascar has approved 
20 new EPZ companies in the last year, nine in textiles and apparel. These new 
companies represent $10.6 million in international investments and the creation of 
approximately 5,100 jobs. 

Lesotho, too, is one of the most astounding examples of AGOA success. This coun- 
try’s exports totaled $318 million in 2002, representing 99 percent of its total ex- 
ports to the U.S. Again, the majority of these exports were apparel. Six new gar- 
ment factories opened in Lesotho in 2002 (13 opened in 2001), elevating total em- 
ployment in the textile sector to around 45,000. 

I should remind you that I have drawn these examples from a sector that is cur- 
rently Africa’s most dynamic, growing at an annual rate of seven percent. 

However, these few examples cannot carry the continent. In general, sub-Saharan 
African nations lack the manufacturing capacity to benefit under the terms of the 
current legislation. A report by the International Monetary Fund that was published 
last Fall calls attention to the fact that not only is the growth of the clothing export 
industry a unique phenomenon, but the development of these items remains in- 
tensely concentrated. As recently as 1999, a few countries — those in the Southern 
African Customs Union (SACU) and Mauritius — accounted for 80 percent and an- 
other three countries for a further 17 percent, of sub-Saharan Africa’s exports. 

We have to be careful. Mauritius, only months ago upheld by most as the “new 
African model,” is suffering a severe downturn. Since the second meeting of the U.S. 
sub-Saharan Africa Trade and Economic Cooperation Forum in January of this year 
(also known as the Mauritius AGOA Forum), dozens of factories have closed and 
thousands of jobs have been lost. This is attributable to market forces. At the end 
of the day, Mauritian products are not cost competitive, namely with China, India, 
Pakistan and Vietnam. This is a problem not only for Mauritius. Technical assist- 
ance will be required to help many African nations — Kenya, Madagascar, Mali, and 
Tanzania among them — enhance their competitiveness. 

This problem will only get worse for Africa’s poorest countries if creative ap- 
proaches are not found to the question looming before us regarding the Third-Coun- 
try Fabric Provisions, currently scheduled to expire in October 2004. Many observ- 
ers fear that the initial benefits of AGOA, including jobs created, will evaporate if 
this provision is not extended. 

Most importantly, Africa’s contributions to the international market remain wildly 
disproportionate to its size and relative wealth. Only two percent of total U.S. im- 
ports come from Africa. Unless the nations of Africa are able to develop more diver- 
sified economies, they will remain highly vulnerable to severe economic downturns 
and in a depressed international economy they will continue to be the first nations 
on the planet to suffer. 

There are ways to change this, both in the short and long-term. As I said, most 
African nations do not yet benefit significantly from AGOA because they lack a 
manufacturing base and an infrastructure adequate to insure that products easily 
and quickly reach their destinations. African nations remain dependent on one or 
two products to carry their entire economy. AGOA, with its heavy emphasis on tex- 
tiles and apparel, has done little to change this situation. 

NECESSARY SHORT-TERM MEASURES 

Africans and Americans alike still lack an understanding and knowledge of what 
AGOA really means to their individual businesses. Training on AGOA has been in- 
sufficient, and within the United States, almost non-existent. My own organization, 
the Corporate Council on Africa, has conducted 20 training seminars in 18 different 
nations of Africa this past year. We have also trained Africans about the U.S. econ- 
omy in six two-week programs across the United States. These programs were made 
possible by a grant from the U.S. Department of State. However, I am not aware 
of any organization that has done more and I am aware of few other training pro- 
grams. This number simply is insufficient. These seminars and trainings should be 
ongoing; moreover, we should be doing our best to provide our African partners with 
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both U.S. public and private sector perspectives on how to take advantage of the 
benefits offered by the program. American companies should also receive more infor- 
mation on the potential benefits they could realize through AGOA. 

Mr. Chairman, distinguished Members of the Committee: 

Although not every nation in Africa can benefit from AGOA through textiles and 
apparel, there is one sector where nearly every African can benefit, and that is 
through agriculture. If we are to support the economic development of Africa 
through AGOA, then we need to liberalize provisions of AGOA to make it easier for 
Africans to export agricultural produce to the United States. I know of no single bet- 
ter step to take to bring some degree of prosperity and self-sufficiency to a greater 
number of Africans than ever before. 

By opening our markets to agriculture produce, we improve the livelihoods of mil- 
lions of Africa’s farmers and farm employees, and this sector sustains the vast ma- 
jority of Africans still. To quote the Secretary-General of the Common Market of 
East and Southern Africa (COMESA): “Only the desert lands of the Middle East 
provide the U.S. less in terms of agricultural products. In dollar terms, Africa sup- 
plies one-fortieth of America’s agricultural imports. While apparel imports to the 
U.S. have increased substantially under AGOA, Africa’s share of agricultural im- 
ports to the U.S. has decreased, from 6 percent to 4 percent during the past three 
years.” 

To reverse this situation, Mr. Chairman, I believe we must place far greater em- 
phasis on streamlining and accelerating the inspection processes for African produce 
through the U.S. Department of Agriculture’s Animal and Plant Health Inspection 
Service (APHIS). In my opinion, the current inspection capacity is far too little to 
adequately increase the flow of agricultural produce to the United States. Many of 
our global problems are complex, but here is one critical problem that could be rem- 
edied rather simply and efficiently, and given the scale of our national budget, rel- 
atively inexpensively. We need many more inspectors and trainers in inspection to 
ensure the movement of healthy and safe produce from Africa to the United States. 
Investment in the inspection process would be one of the best safeguards we could 
make towards strengthening our economic ties to Africa. 

Another area for consideration in the short-term is that of handicrafts. It is no 
secret that Africans produce some of the world’s most beautiful and original handi- 
crafts. These products enjoy immense appeal here in the United States. The passage 
of AGOA three years ago prompted much enthusiasm among Africa’s artisans who 
looked forward to increasing their share of the American handicraft market. This 
has not yet happened for a couple of reasons. First, provisions for the export of Afri- 
can handicrafts to the U.S. under AGOA, often referred to as the Category Nine pro- 
visions and overseen by the U.S. Department of Commerce, have proven to be cum- 
bersome to the point of outright stopping new exports of handicrafts. For example, 
this process can involve laborious and time-consuming submission of samples for 
each and every handicraft and verification that even the smallest stitching is au- 
thentic. 

Secondly, many of Africa’s small businesses are confronted with a myriad of con- 
fusing and complicated standards imposed upon them by their own governments as 
they seek to comply with AGOA visa provisions. It would be useful for the U.S. gov- 
ernment to work more closely with national customs agencies in Africa to find ways 
to explain better and/or simplify the AGOA certification requirements for African 
small and medium businesses. Governments in Africa should be supported as they 
seek ways to undertake export promotion and financing programs for small busi- 
nesses. 


LONGER-TERM MEASURES 

As a tool for Americans to invest in Africa, AGOA, thus far, has been an abysmal 
failure. Investment in Africa has dropped for three consecutive years and is at its 
lowest level in thirty years. Americans are either not aware of the opportunities for 
investment that AGOA represents or they are simply reluctant to do so at this time 
for a variety of reasons. I believe it is a combination of both. I am not aware of any 
AGOA training program in America strictly for American businesses. Domestically, 
we have relied almost solely on word of mouth through business networks and asso- 
ciations to spread the word about AGOA and its potential for investment in Africa. 
I know of no program within government or the private sector that educates a broad 
American constituency about using the most important U.S. -Africa trade acts in his- 
tory. Yet, I am convinced AGOA could prove to be a boon to our own economy as 
well as those of Africa. 

To increase U.S. investment in Africa there needs to be major changes in how we 
view Africa and how Africans view their own nations. 
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On our side of the Atlantic, we need to create new incentives for investment in 
Africa. These incentives include tax relief and deferral, low interest loan guarantees 
for those wishing to invest in Africa, and a more active use of international credit 
agencies. Incentives for American small and medium-sized companies are especially 
important, as they are of a scale appropriate for partnerships and mentoring of Afri- 
can companies. Political and economic stability will not come to African nations 
until there is a stable middle class. That, in turn, will not develop without the de- 
velopment of a vibrant small business sector. No country in the world has better 
experience in small business and entrepreneurship than the United States of Amer- 
ica. We need to develop incentives for our smaller industries to invest in Africa in 
order to link the African and U.S. economies more closely. The linking of businesses 
will insure a steady flow of trans-Atlantic trade. 

The Corporate Council on Africa, jointly with the Institute for International Eco- 
nomics, yesterday released the report from its Commission on Increasing Private 
Capital Flows to Africa. I refer you to that report, and its chairman, James Harmon, 
for a lengthier discussion on the incentives necessary to increase investment in Afri- 
ca. 

The nations of Africa themselves clearly have a major responsibility in creating 
the economic and political climate necessary for business investment. Some coun- 
tries such as Botswana, Mauritius, Tunisia, South Africa and Mozambique have 
taken measures necessary for stimulating investment, but many other countries are 
far from the establishment of a stable political and economic climate. They need 
their own form of incentives. Those incentives will need to come from within and 
from other African nations. The United States can only do so much in this regard, 
but there are some ways we can influence change while at the same time respecting 
national sovereignty. 

For that reason, I believe that the concept of the Millennium Challenge Account 
is deserving of our support. Although I believe that many of the problems of Africa 
are not national but regional, the Millennium Challenge Account at the very least 
provides incentives for some countries to develop a climate more conducive to eco- 
nomic and political development. 

At the same time that we support those nations genuinely seeking reform, we 
need also strengthen Africa’s regional economic communities. These groupings are 
pursuing a goal that I believe we all can support: Regional answers and approaches 
to Africa’s development needs. The Corporate Council on Africa is working to place 
staff in each of the four major economic communities or Africa — the Common Mar- 
ket for Eastern and Southern Africa (COMESA); the Southern African Development 
Community (SADC); the Economic Community of West African States (ECOWAS); 
and the Economic and Monetary Community of Central Africa (CEMAC) — to assist 
these organizations in understanding better what business needs for investment. We 
recommend also that the U.S. government establish a more active dialogue with the 
leadership of these economic communities. 

Above all we need patience. The conditions that lead to poverty in Africa will not 
change overnight, and we serve no one by expecting immediate economic develop- 
ment. We must be prepared to make our national investment in Africa a long-term 
one, filled with realistic incentives for change. I am convinced that if we show pa- 
tience and wisdom, our relationship with Africa can mature and ultimately be of im- 
mense benefit to both Americans and Africans. 

Mr. Chairman, distinguished Members of the Committee: 

The Corporate Council on Africa has been among the strongest supporters of the 
African Growth and Opportunity Act. In 2001 and again in 2003, we were asked 
by the U.S. government to organize the private sector sessions of the annual AGOA 
ministerial forums that are mandated by the AGOA legislation. While we recognize 
that the legislation was and remains imperfect, we understand that it can, if imple- 
mented fully and effectively, serve as a catalyst for much positive change in Africa. 
It deserves your continued support. That said, AGOA is not a panacea. I hope that 
my testimony here today, while highlighting some of AGOA’s successes thus far, 
might serve more importantly as a wake-up call to re-focus the U.S. government’s 
efforts on finding ways to comply with the laudable intent of the AGOA legislation. 

Thank you for granting me this opportunity. I would be happy to answer any 
questions. 

The Chairman. Thank you very much for that testimony, Mr. 
Hayes. 

Mr. Harmon. 
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STATEMENT OF HON. JAMES A. HARMON, CHAIRMAN, 
COMMISSION ON CAPITAL FLOWS TO AFRICA, NEW YORK, NY 

Mr. Harmon. Thank you, Mr. Chairman, for conducting this im- 
portant hearing on the African Growth and Opportunity Act. I 
want to second Mr. Hayes’ compliment to the staff, which I thought 
did some very good work. I also can’t help but thank you for the 
assistance you rendered to me when I was serving as chairman of 
the Export-Import Bank. 

The Chairman. You did a tremendous job for our country. We ap- 
preciate that. 

Mr. Harmon. Your particular assistance, which is not in my tes- 
timony, and probably my staff, were they to be here, from my days 
at the Ex-Im Bank would probably warn me not to make comments 
other than on Africa, but your particular assistance to me relative 
to the difficult problems in Russia really bore fruit, and as we see 
this extraordinary turnaround in Russia today, some of those, les- 
sons can apply to Africa, which we will see when I make a few com- 
ments later. The problems of the developing countries are very 
similar. 

But today, I am testifying in my capacity as chairman of the 
Commission on Capital Flows to Africa. This commission is a high- 
level bipartisan and diverse group of experts who believe, as I do, 
that we can and must do more to increase private sector invest- 
ment in Africa. On Monday, we released our final report. I have it 
here. It just came off the press. It’s called, ‘A 10-year Strategy for 
Increasing Capital Flows to Africa.” 2 

It is a document of which I am particularly proud, because it of- 
fers a comprehensive and a bold strategy to accelerate Africa’s 
growth and integration into the global economy. This goal, if 
achieved, will benefit not only millions of African men and women, 
but also in many respects the people in the United States. 

Mr. Chairman, allow me to begin by admitting that I came only 
belatedly to appreciate the potential to the United States, our citi- 
zens and investors, of increased trade and investment between the 
U.S. and Africa. As a veteran of the American financial community, 
I, like most of my colleagues, focused on other, seemingly more lu- 
crative parts of the world. Like many in the investment commu- 
nity, my sense of Africa was that it was sufficiently plagued by 
war, famine, misrule and disease to render substantial foreign in- 
vestment neither warranted nor advisable. 

My view changed in 1998, when I, as chairman of the Ex-Im 
Bank traveled to Africa. What I learned was that Africa both needs 
and can effectively utilize private capital. I saw that smart money, 
carefully invested, can yield high returns in Africa. As a con- 
sequence, I worked to expand the Ex-Im Bank’s operations on the 
continent, increasing the number of countries that we were open in 
from 18 to 34 countries, and triggering an increase in exports from 
$50 million in fiscal 1997 to $900 million in fiscal 2000. 

I left government convinced that the public sector can and should 
do more to stimulate domestic and foreign investment in Africa, 
convinced also that the private sector has an even greater role to 


2 The report can be found on the Institute for International Economics’ Website at: 
www.iie.com/research/africa-mideast.htm 
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play in this regard. I accepted the invitation to serve as chairman 
of the Corporate Council on Africa to work with Mr. Hayes and, as 
chairman, I helped to establish in June 2002, just a year ago, the 
Commission on Capital Flows to Africa, which was cosponsored 
first with the Corporate Council on Africa, then the Institute for 
International Economics, the Council on Foreign Relations, and the 
Joint Center for Political and Economic Studies. 

We have deliberated and debated with passion and conviction, 
not just because we all envisioned a brighter future for Africa, but 
primarily because we believe that it is in the U.S. interest to help 
secure sustainable development for the African people. The U.S. 
has significant economic and national security interests in Africa 
which underscore the rationale for and urgency of this commis- 
sion’s recommendations. 

The U.S. interests in Africa extend well beyond historic and cul- 
tural ties, or the humanitarian and moral imperative to help lead 
the world’s most underdeveloped region out of poverty and despair. 
Two broad areas of interest are worth highlighting, economic and 
security. Mr. Chairman, our export-led growth depends substan- 
tially on the developing world, which is now the source of four out 
of every five of the world’s new consumers. Soon, 1 billion of them 
will live in Africa. 

In 2002, U.S. exports to sub-Saharan Africa were 46 percent, and 
greater than those to the former Soviet republics, including Russia, 
47 percent greater than to India, and nearly twice those to Eastern 
Europe. U.S. exports to South Africa alone were larger than U.S. 
sales to Russia, yet the U.S. share of the African market is small, 
only 7.9 percent, suggesting significant growth potential for the 
U.S. in the years to come. 

Our interests also arise from the fact that Africa supplies over 
16 percent of our imported crude oil. It is estimated that within the 
next decade, 20 percent will come from Africa. 

Even more immediate at the U.S. national security interests in 
Africa. Africa’s fragile and impoverished States are among the 
weakest links in the U.S. war on terrorism. Without stability, eco- 
nomic opportunity and democratic progress, these States will grow 
increasingly vulnerable to exploitation by terrorists and criminal 
organizations, and remain substantial security liabilities for the 
United States. The American people have a compelling national se- 
curity interest in strengthening African economies and democratic 
institutions to increase African countries’ will and capacity to be 
strong partners in the war on terrorism. 

This commission agreed upon a 10-year strategy for increasing 
capital flows to Africa, incorporating over 30 recommendations. 
Central to our endorsement of a 10-year strategy are three conclu- 
sions. First, the strategy must be built on a practical, committed, 
and fair partnership between African governments and the private 
sector. 

African States eager to attract foreign investment must embark 
upon many of the reforms that investors, foreign and domestic, will 
prize. That is, privatization, tax reform, legal and administrative 
transparency, and bureaucratic streamlining. In the process of at- 
tracting foreign investment, they must also take measures that im- 
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prove the domestic environment more generally, and make it easier 
for Africa’s own entrepreneurs to succeed. 

If economic prosperity is to proceed, African governments will 
have to accelerate the reform process. They will need to liberalize 
their economies, reduce their debt, and generate their health and 
education systems. If African governments fail to tackle these chal- 
lenges, then no amount of foreign capital will suffice. 

It is on the basis of this belief that the Commission on Capital 
Flows to Africa strongly endorses NEPAD’s vision of a compact 
predicated on the proposition that as Africa undertakes critical po- 
litical and economic reforms, the West must respond with substan- 
tial new public and private resources. 

Second, it is our strong view that any comprehensive strategy to 
increase capital flows must extend beyond AGOA, however success- 
ful this initiative may be. It must also include increased trade lib- 
eralization, the provision of incentives to American investors, more 
effective use of the instruments provided by our trade finance agen- 
cies, the strategic deployment of foreign aid resources, and targeted 
efforts to enhance Africa’s capacity to uphold its end of the bargain. 

And third, we are steadfast in the view that the strategy we pro- 
pose must be implemented over a period of at least 10 years to give 
Africa the temporary advantage that has at other times been af- 
forded to other regions and which will, we believe, allow Africa the 
opportunity to begin to catch up. 

For the purposes of this hearing, allow me to highlight just a few 
of the recommendations. First, of course, the African Growth and 
Opportunity Act. All of the commissioners, all 28 commissioners 
are strong supporters of AGOA, but believe it is only an initial step 
in liberalizing trade between the United States and Africa. Now is 
the time to rectify AGOA’s shortcomings and to build on its early 
success to help stimulate additional investment and economic 
growth in Africa. 

Several limitations inhibit the ability of qualifying countries to 
benefit fully from the AGOA legislation. First, each country’s eligi- 
bility must be reviewed annually, and second, the regime expires, 
as we’ve already said, in 2008. Third, apparel imports remain sub- 
ject to tariff rate quotas, or duty-free caps, as well as restrictions 
on the source of fabric, and finally, textiles and many other goods 
are excluded from AGOA benefits. 

Africa needs time. Africa needs time to build a vertically inte- 
grated textile to apparel sector. The value of the current trade pref- 
erences amortize rapidly in view of the new free trade agreement, 
the many new free trade agreements and global elimination of 
quotas in 2005. We believe the solution may lie not just in AGOA, 
but in a package of preferences outlined in our report. 

But let me just briefly comment on the AGOA recommendations 
that we make. First, of course, as we’ve all said, AGOA should be 
extended, AGOA benefits in total — we have 2018, which is a 10- 
year extension. As soon as possible, it would be important to reach 
that conclusion so that investors recognize the commitment the 
United States is making to this. 

Second, all products coming from Africa should enter the U.S. 
duty free and quota free. If this is not possible, then all TRQ limits 
on apparel imports should be lifted immediately to give Africa a 
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head start on the global elimination of quotas in 2005. Addition- 
ally, the rules of origin permitting apparel exports from AGOA-eli- 
gible African countries made from textiles manufactured outside of 
Africa or the U.S. should be extended. 

Fourth, country qualifications for AGOA should be presumed to 
last for 10 years, rather than being subject to the current annual 
review process, which discourages investors. The President should 
retain the authority to revoke a country’s AGOA benefits under ex- 
traordinary circumstances. 

Now, I’m going to just quickly go through some of our other rec- 
ommendations, because I know we’re limited on time. We have an 
important recommendation on tax policy. Congress should change 
to zero the tax on repatriated earnings or new investments by U.S. 
companies in Africa for a period of 10 years. 

On investment policy, the Overseas Private Investment Corpora- 
tion is critical. The Overseas Private Investment Corporation 
should be permitted to support investments in all sectors in Africa 
for 10 years, including sectors currently categorized as sensitive, 
such as textile and apparel, electronics, agribusiness, and indus- 
trial products. OPIC should also be allowed to support investments 
that promise to provide net benefits for the U.S. economy, instead 
of being prohibited from supporting projects in which the U.S. may 
lose one job. 

Of course, I have to make a comment on Ex-Im and the export 
credit agencies. Just briefly, the U.S. should encourage the OECD 
to enable the export credit agencies to allow 20-year repayment 
terms instead of 10-year for African projects and, very important, 
to raise the ceiling for providing credit for local costs from 15 per- 
cent to 50 percent of the export value. 

On development assistance, we recommend more U.S. assistance 
should be invested in developing Africa’s human capital — this is 
where Russia was able to turn it around so quickly — and a signifi- 
cant portion should be devoted to the establishment of long-term, 
low-rate financing vehicles dedicated to small business in Africa, as 
well as the provision of technical assistance to these small enter- 
prises. 

We have a lengthy section on the SMEs and what should be done 
in Africa, but of course these are the small businesses that create 
the jobs and the economy. These are the small businesses in Africa 
that do not have the credit available to do what they need to do 
in terms of growing their businesses. 

Finally, we make a recommendation which relates to the human 
capital side. The U.S., in conjunction with the other OECD govern- 
ments and private sector entities should create an African Finan- 
cial Fellowship Exchange program that would second professionals 
with finance capital markets, corporate finance or economic policy 
experience to African countries to work in public and private insti- 
tutions for a certain period of time. 

In exchange, each participating African country would commit 
two individuals for training for up to 2 years at qualified invest- 
ment or commercial banks in the U.S. or other OECD countries. 
This we elaborate on at length, but this could be totally financed 
by the private sector. We have a lot of talent in the United States. 
I would welcome the opportunity to assist the Africans and their 
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countries, and would provide a very important basis for training 
Africans in the U.S. financial community so the Africans would 
learn how to raise capital and work in the capital markets. In a 
10-year period of time we would have generated 1,000 future lead- 
ers from Africa, a knowledge of capital markets. 

Other countries around the world, including some that you’re 
very familiar with, have over time developed this expertise. Africa 
does not have it in many of the small countries that needs it. 

So in conclusion, clearly the greatest responsibility for Africa’s 
growth lies in Africa’s hands. However, our commission strongly 
believes that there’s much that we can and should do. The U.S. 
should support NEPAD more actively, and encourage the formation 
of substantially greater regional markets. Moreover, through the 
types of policy changes the commission recommends, they can also 
help to spur greater inflows of private capital, a very powerful cata- 
lyst for growth. 

The commission is well aware that increased capital flows are 
but one of the many challenges that face Africa. We are confident, 
however, that increased capital flows can contribute significantly to 
Africa’s development, and that the U.S. Government, together with 
the G— 8 and OECD countries could do much to stimulate and facili- 
tate these flows. 

The budgetary cost to the U.S. of what we recommend would be 
modest, and more than offset, as Africa becomes a stronger trading 
and investment partner. Moreover, these proposals would pay 
major dividends in terms of advancing U.S. humanitarian, foreign 
policy, and national security interests. The Commission on Capital 
Flows commends these proposals to Congress, and urges that they 
be considered and adopted as quickly as possible. 

Major elements of the 10-year strategy will require new legisla- 
tion on trade, on tax policy, OPIC, foreign assistance and debt re- 
lief. Mr. Chairman, we look forward to pursuing implementation of 
these initiatives with Congress under your leadership and that of 
this distinguished committee. 

I thank you again for allowing me to testify. 

[The prepared statement of Mr. Harmon follows:] 

Prepared Statement of Hon. James A. Harmon, Chairman, Commission on 
Capital Flows to Africa 

Thank you, Mr. Chairman, for conducting this important hearing on the African 
Growth and Opportunity Act (AGOA). Its timing is especially fortuitous — -just two 
weeks before President Bush’s planned trip to Africa — and affords Senators and 
other interested parties an opportunity to shape further the Administration’s ap- 
proach to accelerating growth and development in Africa. 

I am testifying today in my capacity as Chairman of the Commission on Capital 
Flows to Africa. The Commission is a high-level, bipartisan and diverse group of ex- 
perts who believe, as I do, that we can and must do more to increase private sector 
investment in Africa. On Monday, we released our final report: “A Ten Year Strat- 
egy for Increasing Capital Flows to Africa.” It is a document of which I am proud, 
because it offers a comprehensive and bold strategy to accelerate Africa’s growth 
and integration into the global economy. This goal, if achieved, will benefit not only 
millions of African men and women but also, in many respects, the people of the 
United States. 

Mr. Chairman, allow me to begin by admitting that I came only belatedly to ap- 
preciate the potential to the United States, our citizens and investors, of increased 
trade and investment between the U.S. and Africa. As a veteran of the American 
financial community, I, like most of my colleagues, focused on other, seemingly more 
lucrative parts of the world. Like many in the investment community, my sense of 
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Africa was that it was sufficiently plagued by war, famine, misrule and disease to 
render substantial foreign investment neither warranted nor advisable. My view 
changed in 1998 when, as Chairman of the Export Import Bank, I traveled to Africa 
following President Clinton’s historic trip. What I learned was that Africa both 
needs and can effectively utilize private capital. I saw that smart capital, carefully 
invested, can yield high returns in Africa. As a consequence, I worked to expand 
the Ex-Im Bank’s operations on the continent from 18 to 34 countries, triggering 
an increase in exports from $50 million in FY 1997 to $900 million in FY 2000. 

THE COMMISSION ON CAPITAL FLOWS TO AFRICA 

I left government convinced that the public sector can and should do more to stim- 
ulate domestic and foreign investment in Africa. Convinced also that the private sec- 
tor has an even greater role to play in this regard, I accepted the invitation to serve 
as Chairman of the Corporate Council on Africa (CCA). As Chairman, I helped to 
establish in September 2002 the Commission on Capital Flows to Africa, co-spon- 
sored by CCA, the Institute for International Economics, the Council on Foreign Re- 
lations and the Joint Center for Political and Economic Studies. The Commission 
includes 28 leaders from North America, Asia, Europe and Africa with exceptional 
experience in business, banking, policy research, government, academia, non-govern- 
mental organizations and international institutions. 

We have deliberated and debated with passion and conviction, not just because 
we all envision a brighter future for Africa, but primarily because we believe that 
it is in the United States’ interest to help secure sustainable development for Afri- 
ca’s people. 


U.S. INTERESTS 

The U.S. has significant economic and national security interests in Africa, which 
underscore the rationale for and urgency of this Commission’s recommendations. 
U.S. interests in Africa extend well beyond historical and cultural ties or the hu- 
manitarian and moral imperative to help lift the world’s most under-developed re- 
gion out of poverty and despair. Two broad areas of interest are worth highlighting: 
economic and security. 

Mr. Chairman, our export-led growth depends substantially on the developing 
world, which is now the source of four out of every five of the world’s new con- 
sumers. Soon one billion of them will live in Africa. In 2002, U.S. exports to Sub- 
Saharan Africa were 46 percent greater than those to the former Soviet republics 
(including Russia), 47 percent greater than to India, and nearly twice those to East- 
ern Europe. U.S. exports to South Africa alone were larger than U.S. sales to Rus- 
sia, whose population is more than 3.5 times as large. 1 Yet, the U.S. share of the 
African market is small — only 7.9 percent, suggesting significant growth potential 
for the U.S. in the years to come. 

Our interests also derive from the fact that Africa supplies over 16 percent of our 
imported crude oil. It is estimated that within the next decade 20 percent will come 
from Africa. 

Even more immediate are U.S. national security interests in Africa, which are 
also shared by our OECD and G-8 partners. Africa’s fragile and impoverished states 
are among the weakest links in the U.S. war on terrorism. Without stability, eco- 
nomic opportunity and democratic progress, these states will grow increasingly vul- 
nerable to exploitation by terrorist and criminal organizations and remain substan- 
tial security liabilities for the U.S. The American people, therefore, have a compel- 
ling national security interest in strengthening African economies and democratic 
institutions to increase African countries’ will and capacity to be strong partners in 
the war on terrorism. 


THE CHALLENGE 

The challenge we face is daunting. The average African is poorer today than he 
or she was two decades ago, and the number of Africans living in poverty has in- 
creased steadily during the past twenty years. 

Yet, we must not allow Africa’s poverty to obscure its potential. Since 1990, for 
example, 42 of 48 countries in Sub-Saharan Africa have held multi-party elections, 
and most Africans today have the right to choose their leaders at the ballot box. 
Though nowhere near adequate, there are recent preliminary indications that Africa 
may now be starting to see a slight recovery in foreign direct investment, a trend 


1 “U.S. -African Trade Profile,” prepared by G. Feldman, Office of Africa, International Trade 
Administration, United States Department of Commerce, Washington, D.C., March 2003. 
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that some experts have attributed to significant and positive changes in the invest- 
ment climate. 

The challenge is underscored by compelling but contradictory facts. On the one 
hand, according to recent World Bank findings, investors reaped higher returns on 
investment in Sub-Saharan Africa last year than in any other part of the world. On 
the other, the World Economic Forum recently reported that the international in- 
vestment attracted by all of Africa’s 53 states is slightly less than the amount at- 
tracted by Singapore. 

Despite the magnitude of the challenge, Africa’s economic success and political 
stability are vitally important both for its own citizens and for the rest of the world. 
Its success will depend primarily on actions that Africans themselves take to estab- 
lish strong economic, legal, and political institutions and policies. But it will also 
depend on supportive steps taken by the United States, the G-8, and other partners 
around the world. 

There are many important components to a strategy for success, but undoubtedly 
a critical one is to encourage greater capital flows and investment in the region. Of- 
ficial development assistance (ODA) and World Bank lending will not be sufficient 
to facilitate Africa’s integration into the global economy. Africa needs more private 
capital, more investments and more linkages to global markets to achieve its devel- 
opment goals. The Commission believes that an increase in capital flows to Africa 
is both critically important and eminently feasible. The Commission also urges that 
the United States take the lead among the G-8 and OECD countries in responding 
to this challenge. 


A TEN YEAR STRATEGY 

The Commission agreed upon “A Ten Year Strategy for Increasing Capital Flows 
to Africa,” incorporating over 30 recommendations in the areas of trade liberaliza- 
tion, tax and investment policies, export credit, development assistance, privatiza- 
tion, debt relief, the New Partnership for African Development (NEPAD) and its 
focus on peer review and corporate governance, small and medium enterprises, and 
building Africa’s human capital, particularly in finance. The Commission’s report 
elaborates these recommendations in considerable detail and provides a summary 
of the analysis upon which they are premised. 

Central to our endorsement of “A Ten Year Strategy” are three conclusions. First, 
this strategy must be built on a practical, committed and fair partnership between 
African governments and the private sector. African states eager to attract foreign 
investment must embark upon many of the reforms that investors, foreign and do- 
mestic, will prize: privatization, tax reform, legal and administrative transparency, 
and bureaucratic streamlining. In the process of attracting foreign investment, they 
must also take measures that improve the domestic environment more generally, 
and make it easier for Africa’s own entrepreneurs to succeed. If economic prosperity 
is to be achieved, African governments will have to accelerate the reform process. 
They will need to liberalize their economies, reduce their debt, and regenerate their 
health and education systems. If African governments fail to tackle these chal- 
lenges, then no amount of foreign capital will suffice. It is on the basis of this belief 
that the Commission on Capital Flows to Africa strongly endorses NEPAD’s vision 
of a compact predicated on the proposition that, as Africa undertakes critical polit- 
ical and economic reforms, the West must respond with substantial new public and 
private resources. 

Second, it is our strong view that any comprehensive strategy to increase capital 
flows must extend beyond AGOA, however successful this initiative may be. It must 
also include increased trade liberalization, the provision of incentives to American 
investors, more effective use of the instruments provided by our trade agencies, the 
strategic deployment of foreign aid resources, further debt relief, and targeted ef- 
forts to enhance Africa’s capacity to uphold its end of the bargain. 

Third, we are steadfast in the view that the strategy we propose must be imple- 
mented over a period of at least ten years to give Africa the temporary advantage 
that has at other times been afforded to other regions and which will, we believe, 
allow Africa the opportunity to begin to catch up. 

THE COMMISSION’S KEY RECOMMENDATIONS 

For the purposes of this hearing, allow me to highlight our key recommendations, 
particularly those that pertain to the U.S. government: 

1. African Growth and Opportunity Act 

All of the Commissioners are strong supporters of AGOA but believe it is only an 
initial step in liberalizing trade between the United States and Africa. Now is the 
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time to rectify AGOA’s shortcomings and to build on its early success to help stimu- 
late additional investment and economic growth in Africa. 

Several limitations inhibit the ability of qualifying countries to benefit fully from 
the AGOA legislation. First, each country’s eligibility must be reviewed annually, 
and second, the regime expires in 2008. Third, apparel imports remain subject to 
tariff rate quotas, or duty-free caps, as well as restrictions on the source of fabric. 
Finally, textiles and many other goods are excluded from AGOA benefits. 

Recommendations: 

• First, the U.S. should extend AGOA benefits until 2018 as soon as possible, so 
that the current 2008 termination date does not act as a disincentive to invest- 
ment. 

• Second, ALL products coming from Africa should enter the U.S duty-free and 
quota-free. If this is not possible, then all TRQ limits on apparel imports should 
be lifted immediately to give Africa a head start on the global elimination of 
quotas in 2005. Additionally, the rules of origin permitting apparel exports from 
AGOA-eligible African countries made from textiles manufactured outside Afri- 
ca or the U.S. should be extended for ten years to 2018. 

• Third, and as is the case for Canada and Mexico under the provisions of 
NAFTA, African countries should be exempted from U.S. safeguard actions that 
restrain imports in sensitive sectors. 

• Fourth, country qualifications for AGOA should be presumed to last for ten 
years rather than being subjected to the current annual review process, which 
discourages investors. The President should retain authority to revoke a coun- 
try’s AGOA benefits under extraordinary circumstances. 

2. Agricultural Subsidies 

Africa’s ability to attract capital and increase trade is adversely affected by the 
domestic agricultural subsidies provided by the United States and the European 
Union. U.S. agricultural subsidies are a major impediment to African agricultural 
exports, which would otherwise be a significant source of economic growth on the 
continent. These subsidies also run counter to U.S. claims that it favors a more open 
and fair global trading system. The 2002 Farm Bill significantly increased U.S. farm 
subsidies, creating even greater non-market advantages to U.S. farmers and leading 
to significant declines in commodity prices, especially cotton, much to the detriment 
of African farmers. European farm subsidies do even more damage. If the U.S. is 
serious helping Africans to help themselves and creating opportunities for Africans 
to connect to global markets, then we must address this issue. 

Recommendation: The U.S. should seek to accelerate the reduction or elimination 
of industrialized countries’ agricultural subsidies, such as those contained in the 
U.S. Farm Bill and the EU’s Common Agricultural Program, even in advance of the 
conclusion of the WTO’s Doha Development Round. We also strongly encourage the 
U.S. to work to speed the successful conclusion of the Doha Round. 

3. Free Trade Agreement 

The original AGOA legislation enacted in 2000 envisioned an eventual free trade 
agreement (FTA) with Africa. The Commission applauds the Bush Administration 
for beginning negotiations for FTA with the five nations that comprise the Southern 
Africa Customs Union (SACU) but thinks the U.S. vision should be bolder and ex- 
tend beyond the SACU countries. Other regional organizations such as COMESA, 
SADC and ECOWAS have also begun to create free trade areas to expand regional 
markets and facilitate the movement of goods, capital and services. 

Recommendation: The Administration should set the goal of creating within ten 
years a U.S. -Africa Free Trade Area, building on ongoing African efforts to create 
regional markets. The U.S. should also increase technical assistance to regional or- 
ganizations to strengthen their capacity to negotiate and implement free trade 
agreements. 

4. Tax Policy 

To provide additional incentives to spur new U.S. investment in Africa, the Com- 
mission strongly favors bold but affordable changes to the U.S. tax code. Specifically, 
Congress should provide a time-limited exemption from U.S. taxation for bona fide 
FDI income earned by a registered subsidiary or branch of a U.S. company doing 
manufacturing or service business in Africa. This is not a new idea. Congress estab- 
lished a precedent with the Puerto Rico Tax Incentives Act of 1998. A similar incen- 
tive would increase the return on U.S. investments in Africa and lower the risk that 
many potential investors now perceive. Because many OECD countries do not tax 
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their companies on foreign earnings, a zero tax on repatriated earnings would also 
make U.S. companies more competitive in Africa. 

We can afford to do this at a modest cost. Total repatriated income derived by 
all U.S. firms in Africa in 2000 was $3 billion. As an outside estimate, U.S. tax rev- 
enue on the repatriated income would not exceed 10 percent of the $3 billion, or 
about §300 million annually. This amount would be considered a revenue loss. 

For this measure to have its maximum impact, it would have to be taken in con- 
junction with tax reform in the recipient countries. By cutting corporate and with- 
holding taxes and otherwise simplifying the tax system, African countries can at- 
tract more FDI and boost economic activity in a variety of manufacturing and serv- 
ice activities. 

Recommendation: Congress should change to zero the tax on repatriated earnings 
on new investments by U.S. companies in Africa for a period of ten years. 

5. Investment Policy 

Commissioners agree there is much to be gained from making our official trade 
agencies more effective. Although Africa suffers from a lack of sufficient equity fi- 
nancing, for example, the Overseas Private Investment Corporation (OPIC) — the 
principal U.S. government instrument that supports non-extractive foreign direct in- 
vestment in Africa — is prevented by statute from effectively providing much of this 
financing. 

Originally established to promote development by insuring foreign direct invest- 
ment against political risk, OPIC’s authorizing legislation has become so restrictive 
that it does not — and currently can not — insure foreign direct investment in labor- 
intensive manufacturing and assembly projects of the kind that would be most bene- 
ficial to Africa. Under existing statute, OPIC is also forbidden from supporting “run- 
away investments” that result in the loss of a single job within the United States 
and is restrained from providing insurance or financial guarantees to investments 
in “sensitive sectors” such as textiles, apparel or agribusiness. 

Research shows that outward investment from the United States can significantly 
increase the flow of U.S. exports to the economy where the investment is located — 
and thus leads to a greater number of higher-paying, export-related jobs at home. 
Enabling OPIC to fulfill its role more effectively could therefore benefit both Afri- 
cans and Americans. 

Recommendation: OPIC should be permitted to support investment in all sectors 
in Africa for ten years, including sectors currently categorized as “sensitive,” such 
as textiles and apparel, electronics, agribusiness and industrial products. OPIC 
should also be allowed to support investments that promise to provide net benefits 
for the U.S. economy instead of being prohibiting from supporting projects in which 
U.S. jobs are lost. 

6. Export Credit Agencies 

The Commission believes that parallel steps should be taken to enhance the role 
that our Export-Import Bank can play in tandem with other export credit agencies 
(ECAs). The availability of long-term debt capital is essential to the growth of the 
private sector. In recent years, the export credit agencies (ECAs) of OECD countries 
have collectively provided approximately $70 billion per year in long-term credit for 
developing countries to purchase goods and services from OECD members. However, 
less than 5 percent of this amount has gone to Africa. Under the current OECD ar- 
rangement, ECAs can finance local costs for African projects only up to 15% of the 
export value — a limit that constrains financing for many important projects, espe- 
cially in infrastructure and other sectors where local costs are high. The Commis- 
sion believes that there are straightforward changes that can and should be made 
in order to increase the involvement of export agencies in Africa by expanding the 
availability of long-term debt capital. 

Recommendation: The U.S. should encourage the OECD to enable Export Credit 
Agencies to allow 20-year repayment terms (instead of the current ten years) for Af- 
rican projects and to raise the ceiling for local costs from 15 percent to 50 percent 
of the export value. 

7. Development Assistance 

The Commission welcomes the two new major aid programs proposed during the 
last year, the President’s Emergency Plan for AIDS Relief and the Millennium Chal- 
lenge Account (MCA), provided these initiatives are fully funded and are additive 
to existing programs and resources. While the Commissioners recognize the impor- 
tance of investing aid dollars in the so-called “good performers,” as the MCA pro- 
poses to do, we believe that there is also significant need to invest in the capacity 
of Africa’s moderate performers and weak states to achieve political equilibrium and 
sustainable economic growth. The Commission concluded that, if indeed private sec- 
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tor growth is a central component of Africa’s economic progress, the U.S. needs to 
invest more development assistance in strengthening the conditions for that growth 
and in providing the tools that will allow the private sector to flourish. 

Recommendation: More U.S. assistance should be invested in developing Africa’s 
human capital (i.e. health and education), and a significant portion should be de- 
voted to the establishment of long term, low-rate financing vehicles dedicated to 
small business in Africa as well as the provision of technical assistance to these 
small enterprises. 

8. African Financial Fellowship Exchange Program 

The Commission believes that it is in the interests of the private sector to help 
build Africa’s capacity to attract and sustain investment. One of our most notable 
findings, particularly for those Commission members from the financial sector, is Af- 
rica’s lack of exposure to and limited experience in managing the instruments of 
international finance, capital markets and corporate transactions. The State Depart- 
ment’s aggressive effort to encourage African countries to obtain sovereign credit 
ratings, for example, is important to Africa’s longer term economic future. Yet, there 
must also be a targeted and deliberate effort to build Africa’s knowledge of and link- 
age to global finance. 

Recommendation: The U.S., in conjunction with other OECD governments and 
private sector entities, should create an African Financial Fellowship Exchange Pro- 
gram that would second professionals with finance, capital markets, corporate fi- 
nance or economic policy experience to African countries to work in public and pri- 
vate institutions for a certain period of time. In exchange, each participating African 
country would commit two individuals for training for up to two years at qualified 
investment or commercial banks in the U.S. or other OECD countries. 

9. Debt Relief 

Finally, the Commission concluded that, while constraints such as corruption and 
weak legal systems are more substantial in their impact on private sector capital 
flows to Africa, a country’s debt profile and the effect that has on the creditworthi- 
ness of entities inside that country can influence the willingness of foreign sources 
of capital to extend loans. On the matter of how to address Africa’s debt burden, 
however, the Commission was divided. 

Members agree that the U.S. government should support an appropriate process 
to review the Heavily Indebted Poor Countries (HIPC) debt initiative and consider 
whether it is desirable to pursue proposals that go beyond HIPC. However, pointing 
to the fact that HIPC and the Enhanced HIPC program have not enabled African 
countries to achieve debt sustainability, some Commissioners argued for more spe- 
cific measures, including capping debt service from all Sub-Saharan nations at 1 
percent of GDP, provision of accelerated debt relief for countries emerging from con- 
flict or autocracy, and the creation, by the U.S. and other G-8 members, of a contin- 
gency facility that would make supplementary relief available in the event that a 
HIPC country encounters a severe debt deterioration due to events outside its con- 
trol. 


CONCLUSION 

Clearly, the greatest responsibility for Africa’s growth lies in Africa’s hands. How- 
ever, our Commission strongly believes that there is much that we can and should 
do. The U.S., G-8 and OECD governments can provide increased debt relief and 
more aggressive and directed program of foreign assistance. They can support 
NEPAD more actively and encourage the formation of substantially greater regional 
markets. Moreover, through the types of policy changes the Commission rec- 
ommends, they can also help to spur greater inflows of private capital, a powerful 
catalyst for growth. 

The Commission is well aware that increased private capital flows are but one 
of the many challenges that Africa faces. We are confident, however, that increased 
capital flows can contribute significantly to Africa’s development, and that the U.S. 
government, together with the G-8 and OECD nations, could do much to stimulate 
and facilitate these flows. The budgetary costs to the U.S. of what we recommend 
would be modest, and more than offset as Africa becomes a stronger trading and 
investment partner. Moreover, these proposals would pay major dividends in terms 
of advancing U.S. humanitarian, foreign policy and national security interests. 

The Commission on Capital Flows commends these proposals to Congress and 
urges that they be considered and adopted as quickly as possible. Major elements 
of the Ten Year Strategy will require new legislation: on trade, tax policy, OPIC, 
foreign assistance and debt relief. Mr. Chairman, we look forward to pursuing im- 
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plementation of these initiatives with Congress under your leadership and that of 
this distinguished Committee. 

Thank you. 

The Chairman. Thank you very much, Mr. Harmon, for your tes- 
timony, and congratulations on the 10-year strategy report of the 
commission. It is an important breakthrough all by itself. 

I call now on Dr. Spencer. 

STATEMENT OF REV. DR. LEON P. SPENCER, EXECUTIVE DI- 
RECTOR, WASHINGTON OFFICE ON AFRICA, WASHINGTON, 

DC 

Dr. Spencer. Thank you, Senator Lugar, for the opportunity to 
testify, and for calling this hearing to address ongoing concerns for 
U.S. -African economic trade relations. I’m also pleased to share 
this panel with two distinguished colleagues who represent such an 
extensive knowledge and experience in business and trade, and can 
help to influence both African economic growth and U.S. trade con- 
cerns. 

I come to you from the ecumenical Washington Office on Africa, 
which was created 30 years ago in support of the liberation strug- 
gles in southern Africa. Since 1994, we have given special attention 
to economic issues, trade, aid, and debt as an expression of our con- 
cern for human dignity and poverty reduction in sub-Saharan Afri- 
ca, and we’ve approached the African Growth and Opportunity Act 
from the standpoint of a faith-based understanding of economic jus- 
tice. 

While critical of some aspects of the African Growth and Oppor- 
tunity Act and of U.S. -Africa trade policy, we and our colleagues 
in the Africa Trade Policy Working Group of the Advocacy Network 
for Africa are neither anti-trade nor anti-AGOA. Our analysis of 
AGOA instead focuses upon the need for mutually beneficial trade 
relations, and that has been our ongoing concern, and what we find 
in AGOA at this stage is that only six African countries signifi- 
cantly increased their exports through the key AGOA benefit of ap- 
parel, and the resultant job creation, as in the notable case of Leso- 
tho, has regrettably been accompanied by violations of internation- 
ally recognized workers’ rights, which is one of AGOA’s eligibility 
conditions. 

Simply put, at this stage, benefits of AGOA to Africa have been 
quite modest, and if the United States is seriously interested about 
mutually beneficial trade relations with Africa, the question for us 
is how we can take a symbolically significant yet tangibly modest 
act and move forward. 

I want to restrict my comments in my few minutes to issues spe- 
cific to our understanding of what we would call fair trade, and I 
welcome an opportunity during discussion, if it’s desired, to note 
some ongoing concerns with regard to AGOA eligibility criteria, 
and also opportunities through AGOA for African civil society 
voices to be heard, which I think is a critical potential benefit from 
AGOA because of what it says about good governance. 

Despite AGOA, I would argue that current U.S. trade policies un- 
dermine both fair trade and Africa’s societal needs. Moving forward 
with an alternative vision of U.S. -Africa trade policy, where the 
U.S. practices what it preaches on free trade, and where ideas of 
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managed trade are not anathema, is crucial for mutually beneficial 
relations, and here are some possibilities. 

No. 1. The Congress should eliminate the stunning domestic agri- 
cultural subsidies that limit African options for agricultural export 
to the U.S. These harmful trade-distorting subsidies are readily 
seen with regard to cotton in West Africa, although that is not the 
only example. 

In Mississippi, it costs 82 cents to produce a pound of cotton. In 
Mali, it costs only 23 cents. Subsidized American cotton farmers 
are depressing world prices and impoverishing families in West Af- 
rica. Without addressing the subsidy issue, it is unlikely that any 
AGOA-plus or AGOA III legislation seeking to expand agricultural 
exports from Africa to the United States will have the desired ef- 
fect, and if no steps are taken on subsidies, I respectfully suggest 
that the United States needs to stop lecturing Africans about free 
trade. 

No. 2. The Congress should affirm the role of the State in ad- 
dressing the common good by rejecting demands for water privat- 
ization, for cost recovery for health care, and user fees for primary 
education in Africa. Trade policy needs to serve people, not the 
other way round. Water privatization in particular, where water 
becomes a commodity for profit, places those in poverty and in 
rural areas at serious risk. 

No. 3. The Congress should endorse the African initiative to pro- 
tect smallholder farmers and local communities by recognizing 
community intellectual property rights to seeds and traditional ag- 
ricultural practices. An acceptance by the U.S. of a substantive, not 
merely procedural review of TRIPS 27.3.b, with serious attention 
given to the Africa Group’s views, are appropriate ways forward. 

No. 4. The Congress should mandate that the U.S. should respect 
the sovereignty of African countries to define their own policies re- 
garding genetically modified organisms. The implication of the re- 
cent U.S. Leadership Against HIV/AIDS Act to the effect that any 
nation receiving U.S. assistance to confront the AIDS pandemic 
cannot refuse food assistance that has been genetically modified is 
arrogant, and it is wrong, and legal corrections should be made. 

No. 5. The Congress should mandate that the U.S. should fully 
embrace the spirit of the Doha declaration regarding access to af- 
fordable medicines. The Bush administration’s unilateral response 
to the agreement at Doha to resolve the question of access by coun- 
tries lacking the capacity to produce such drugs themselves is un- 
satisfactory. 

Moreover, despite the fact that Trade Promotion Authority Act 
specifically includes respect for the Doha declaration as one of the 
principal negotiating objectives of the U.S., there remains grave 
risk that in the current negotiations for a Southern Africa Free 
Trade Agreement, the U.S. will seek to impose TRIPS plus stand- 
ards that it has been unable to secure otherwise. The Congress 
should act to prevent this distortion of that which was agreed at 
Doha. 

No. 6. And finally, the Congress should find avenues to commit 
the U.S. to give precedence to peace and conflict resolution over 
trade considerations. U.S. hesitancy over action on conflict dia- 
monds on the grounds that the Kimberley process might violate 
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WTO rules fails to ask whether trade rules are to exist in their 
own untouchable domain, or whether trade rules should serve a 
broader social agenda. 

The Bush administration’s opposition to capital market sanctions 
against foreign oil companies doing business in Sudan, despite a 
clear correlation between increased oil revenues and increased mili- 
tary expenditures by the Government in Khartoum on the grounds 
that there should be no interference with Security and Exchange 
Commission rules, is another case in point, and the exportation of 
natural resources in the Eastern Congo during this ongoing re- 
gional war in the DRC has barely been addressed. The Congress 
needs, I believe, to remain attuned and prepared to act when trade 
undermines rather than advances a just peace. 

These potential actions, Senator, by the Congress represent a 
way forward in U.S. trade relations with Africa that would affirm 
the value of trade in advancing African economies, while offering 
a vision of economic activity as serving the common good. 

We may debate at length the role of a longer eligibility period, 
the extension of textile benefits beyond 2008, and the proper place 
for capacity-building in the direct context of the African Growth 
and Opportunity Act, and I welcome the testimony today on these 
points, but unless the U.S. makes it clear that we consider Africans 
as genuine partners, able to define their own economic agenda, who 
may find, without hindrance, public as well as private means to ad- 
dress the needs of people, and who find support in the trade realm 
to secure peace with justice, then we will be undermining our own 
U.S. interests. We will be projecting an image that our economic 
dominance permits us to ignore the needs and hopes of Africa, and 
AGOA, unfortunately, with all the potential it represents, will re- 
main only a gesture. 

Thank you for the opportunity to share these views. 

[The prepared statement of Dr. Spencer follows:] 

Prepared Statement of Rev. Dr. Leon P. Spencer, Executive Director, 
Washington Office on Africa, Washington, DC 

From the moment that the African Growth and Opportunity Act was first intro- 
duced in Congress, the Washington Office on Africa has been engaged in advocacy 
regarding US-Africa trade policy from the standpoint of a faith-based understanding 
of economic justice. A broad-based ecumenical organization, we were created thirty 
years ago in support of the liberation struggles in southern Africa. Since 1994, we 
have given special attention to economic issues — trade, aid and debt — as an expres- 
sion of our concern for human development and poverty reduction in sub-Saharan 
Africa. 

While critical of aspects of US-Africa trade policy, we and our colleagues in the 
Africa Trade Policy Working Group of the Advocacy Network for Africa are not anti- 
trade. We are convinced that — to the extent that African business initiatives are en- 
abled to be competitive, benefits accrue to workers (especially those living in ex- 
treme poverty), and environmental concerns are addressed — mutually-beneficial 
trade relations will result, and will serve Africa’s interests. At the same time, we 
are convinced that trade between such unequal partners cannot be the sole answer 
to Africa’s development, and without continuing development assistance and sub- 
stantial debt cancellation, the economic marginalization of Africa in the global eco- 
nomic context will remain — to our detriment in the United States, as well as to Afri- 
ca’s. 

The African Growth and Opportunity Act — by its very existence — indicated to 
many in Africa and in the United States that the US was at long last prepared to 
take Africa and its economies seriously. From the outset, however, we questioned 
the extent of the benefits of this legislation to Africa, and the price paid — the condi- 
tions established by AGOA — for access to those benefits. Early drafts of the legisla- 
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tion contained conditions that looked very much like the Structural Adjustment Pro- 
grams of the international financial institutions — an economic agenda that even the 
International Monetary Fund has recently acknowledged has worked against Afri- 
ca’s interests. We looked warily at the “national treatment” and intellectual prop- 
erty rights conditions as indicative of a self-serving US agenda. We also questioned 
whether textile benefits would prove to be the stimulus panacea some claimed. We 
nevertheless welcomed the somewhat improved conditions in the final text, and we 
were prepared to applaud concrete pervasive benefits to Africa should post-AGOA 
data so demonstrate. 

With AGOA now in its third year since passage, here is what we see: 

• Of the 38 eligible African countries, only 22 exported anything under AGOA by 
mid-2002. 

• Of the 38 countries, less than half secured duty-free access to the US apparel 
market by establishing rigid apparel export visa systems. 

• Of these, only six (Kenya, Lesotho, Madagascar, Mauritius, Swaziland and 
South Africa) significantly increased exports to the United States, primarily in 
the apparel sector (and of those six, Madagascar’s exports dropped dramatically 
in the last year due to uncertainty after its controversial presidential elections). 

• Only 38% of apparel exports entered the US with duty-free AGOA benefits in 
2001. 

• Only two countries (Kenya and South Africa) showed any substantial rise in 
other sectors, principally agricultural. 

• Oil remains the overwhelming sub-Saharan African export to the US. Apparel — 
again, the chief AGOA benefit to Africa — represents only 4.5% of total exports 
to the US. 

• In 2001 African exports to the US declined, while imports from the US in- 
creased. African exports to the US remain less than 2% of all exports to the 
US, while African imports from the US are less than 1% of US exports overall. 

Certainly one can argue that for that small number of countries which have taken 
significant advantage of the apparel benefits under AGOA, the change is dramatic. 
In Lesotho, AGOA proponents claim an increase of 15,000 new jobs in a country 
where the unemployment rate hovered around 45% in 2002. Apparel exports totaled 
$129.6 million in 2001, up from nothing. And yet the apparel industry in Lesotho 
is dominated by foreign ownership — Taiwan controls 65% — and a two-year NGO 
study of the garment industries in southern Africa revealed cases in Lesotho of sex- 
ual harassment, beatings, false recording of time worked, and extensive forced over- 
time, and conditions that included lack of ventilation, locked bathrooms and factory 
gates, and lack of protective gear. (Worthy of note is that respect for internationally- 
recognized workers’ rights is one of AGOA’s eligibility conditions.) An analysis of the 
key benefits from AGOA, then, illustrates contradictions, and the end of world-wide 
quotas on textiles through the Multi-Fibre Arrangement in 2005 complicates the sit- 
uation even more. 

Claims that AGOA is a “great success,” therefore, are exaggerated. In fact, bene- 
fits to Africa have been quite modest thus far. If the US is serious about mutually- 
beneficial trade relations with Africa, how can we take a symbolically-significant yet 
tangibly-modest Act and move forward? 

CONDITIONS 

Concern about the rule of law, poverty reduction, health care, education, labor 
rights, and human rights are well-placed in AGOA eligibility criteria, and they rep- 
resent an effort to place trade in the context of a just society. By those standards 
it has been legitimate for this administration to raise concerns about Eritrea and 
Swaziland in particular. 

It remains, however, a serious matter of concern to the Washington Office on Afri- 
ca as to the application of the various narrowly-self-serving economic prescriptions 
among eligibility conditions. Insistence upon economic “reforms” that remove any 
barrier to US trade and investment and demand “national treatment” of foreign cor- 
porations ignores the fact that most industrialized nations, including the United 
States, achieved their economic status through “infant industry protection.” Prior to 
1913 the US was both the most heavily protected and fastest growing economy in 
the world. By suggesting that Africans efforts to protect fledgling industries from 
the might of multinational corporations, or that any barriers African countries im- 
pose upon US investment, prevent a “level playing field,” the US Trade Representa- 
tive is engaging in myth. 
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It is fair enough for the US to indicate its preference for particular economic poli- 
cies by African governments. It is crucial, however, for Congress to demonstrate, in 
any future Africa-oriented legislation, its support of the right of African governments 
and civil society to define their own economic agenda without penalty or threat of 
penalty by the US. 


THE FREE MARKET AND FAIR TRADE 

The free market mantra of this administration is self-serving. No country in the 
world, including the US, practices free trade, and US “free trade policies” are widely 
seen by other countries as a demand for free access by the US to their markets, 
rather than the reverse. The recommendations of the Commission on Capital Flows 
to Africa that the US permit all products from Africa to enter the US duty-free and 
quota-free is in striking contrast to this reality, despite the gestures made in AGOA. 

US long-term interests are secured by engaging in fair trade. Africa’s certainly 
are. US interests are also served by stable African societies where governments ef- 
fectively address the needs of their people. Africa’s certainly are. Tragically, current 
US trade policies and actions undermine both fair trade and Africa’s societal needs. 
Whatever the legislative vehicle, moving forward with an alternative vision of US- 
Africa trade policy, where the US practices what it preaches on free trade, and 
where ideas of managed trade are not anathema, is crucial for mutually-beneficial 
relations. Here are some possibilities: 

• The Congress should eliminate the stunning domestic agricultural subsidies 
that so distort trade in agricultural products and limit African options for agri- 
cultural export to the US. It is not helpful for the US to point to Europe as the 
greater villain. The US has control over what it does, and when US policies pre- 
vent African access to its market, it has violated its own stated commitment to 
advance African economic growth. With up to 80% of Africans working in agri- 
culture-related pursuits (and a majority of them women), these trade-distorting 
subsidies are harmful and wrong. Their impact is readily seen with regard to 
cotton in West Africa. The concept of “comparative advantage,” so crucial to free 
market analyses, falls by the wayside when subsidies are introduced into the 
equation. In Mississippi, it costs 82 cents to produce a pound of cotton; in Mali, 
only 23 cents. Yet with recent legislation increasing cotton subsidies beyond last 
year’s $3.4 billion, the 25,000 American cotton farmers naturally are increasing 
their acreage, producing more cotton, further depressing world prices, and fur- 
ther impoverishing families in West Africa. Without addressing the subsidy 
issue, it is unlikely that any “AGOA-plus” legislation seeking to expand African 
agricultural exports to the US will have the desired effect. And, if no steps are 
taken on subsidies, the US needs to stop lecturing Africans about free trade. 

• The Congress should affirm the role of the state in addressing the common good 
by prohibiting any bilateral and, through vote and voice in international fora, 
multilateral demands for water privatization, full-cost recovery for health care, 
and user fees in primary education in Africa. The latter two — health and edu- 
cation — have been frequently addressed, though vigilance is still required. 
Water privatization remains a serious threat to Africa, where water as a com- 
modity for profit places those in poverty and in rural areas at risk. Trade policy 
needs to serve people, not the other way round. 

• The Congress should endorse the African initiative to protect smallholder farm- 
ers and local communities by recognizing community intellectual property rights 
to seeds and traditional agricultural practices. This dominant privatization 
agenda in US trade policy — that everything, including life itself, can be owned 
and can, therefore, be controlled and marketed — is an affront to community. 
The patenting of life forms that are part of African agricultural and biological 
resources violates African rights. An acceptance by the US of a substantive (not 
merely procedural) review of TRIPS 27.3.b (the provision in the Agreement on 
Trade-related Aspects of Intellectual Property Rights regarding patents on 
micro-organisms ), and of intellectual property rights held by community, are ap- 
propriate ways forward through TRIPS. 

• The Congress should mandate that the US respect the sovereignty of African 
countries to define their own policies regarding genetically-modified organisms. 
This is not an anti-GMO statement. Rather it is a recognition that many in the 
world find wisdom in a “precautionary principle” that US trade policy rejects, 
and they have a right to set national policy accordingly. The US efforts to un- 
dermine African support for the Cartegena Biosafety Protocol, and its claim to 
be acting to counter hunger in Africa with its WTO challenge of European GMO 
policies, are misguided at best. The implication in the recent US Leadership 
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against HIV/AIDS Act, to the effect that any nation receiving US assistance to 
confront the HIV/AIDS pandemic cannot refuse food assistance that has been 
genetically modified, is arrogant and wrong, and legal correction should be 
made. 

• The Congress should mandate that the US fully embrace the spirit of the Doha 
Declaration regarding access to affordable medicines. The Bush administration 
pledge not to take any actions against countries that export drugs under com- 
pulsory license to low-income countries during times of public health crises is 
an unsatisfactory response to the agreement at Doha to resolve the question of 
countries lacking the capacity to produce such drugs themselves. This unilateral 
action by the US (having been the sole opponent to a multilateral solution, 143- 
1 ) leaves such African countries in these situations with no legal foundation for 
affordable access. Further, US insistence this month that the G-8 not mention 
the Doha Declaration and pay tribute instead to the pharmaceutical industry 
speaks volumes about US lack of commitment to affordable access. Moreover, 
despite the fact that the Trade Promotion Authority Act specifically includes re- 
spect for the Doha Declaration as one of the principal negotiating objectives of 
the US, there remains grave risk that in the current negotiations for a Southern 
Africa Free Trade Agreement, the US will seek to impose a TRIPS-plus stand- 
ard that it has been unable to secure otherwise. The Congress should act to pre- 
vent this distortion of Doha. 

• Finally, the Congress should find avenues to commit the US to give precedence 
to peace and conflict resolution over trade considerations. Examples of US fail- 
ure to do so abound. US hesitancy over action on conflict diamonds on the 
grounds that the Kimberley Process might violate WTO rules failed to ask 
whether trade rules are to exist in their own untouchable domain, or whether 
trade rules should serve a broader social agenda, where a just community re- 
stricts products that fund rebel movements that cut off the hands and feet of 
children. The Bush administration opposition to capital market sanctions 
against foreign oil companies doing business in Sudan, despite a clear correla- 
tion between increased oil revenues and military expenditures by the Khartoum 
government, on the grounds that there should be no interference with Securities 
and Exchange Commission rules, is another case in point. And the exploitation 
of natural resources in the eastern Congo during the regional war in the DRC, 
denying Congolese society the benefits of its resources and its environment, has 
barely been addressed. Differing circumstances require different solutions, cer- 
tainly, but the Congress needs to remain attuned and prepared to act when 
trade undermines rather than advances a just peace. 

These potential actions by the Congress represent a way forward in US trade rela- 
tions with Africa that would affirm the value of trade in advancing African econo- 
mies while offering a vision of economic activity as serving the common good. We 
may debate at length the role of export processing zones, the extension of textile 
benefits beyond 2008, and the proper place for capacity building within the direct 
context of the African Growth and Opportunity Act. Thoughtful proposals to assure 
AGOA eligibility for a period of, say, five years instead of annually; to broaden tex- 
tile market access; and to extend AGOA itself, deserve consideration. But unless the 
US makes it clear that we consider Africans as genuine partners who define their 
economic agenda, find without hindrance public as well as private means to address 
the needs of their people, and act in the trade realm to secure peace with justice, 
then we will undermine our own interests by projecting an image that our economic 
dominance permits us to ignore the needs and hopes of Africa. 

The agenda we set above helps to make the word “compassion” genuine. And eco- 
nomic justice toward Africa, expressed concretely in US trade policy, actually serves 
US national interests. 


CIVIL SOCIETY 

A final word needs to be said about the role of African civil society. AGOA wisely 
envisioned an occasion at which civil society in the US and in Africa would meet 
parallel to the US-Africa Trade and Economic Cooperation Forum that was man- 
dated by the legislation. Unfortunately, no meeting materialized in 2002, and the 
NGO meeting in Mauritius in 2003 lacked integrity, a fact revealed not only by lim- 
ited and unrepresentative participation from Africa but also by a closing document 
welcoming other NGOs to future meetings only if they embrace the AGOA agenda 
and if they agree not to be “adversarial” in relations with government and business 
sectors. 
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We readily acknowledge that African civil society propounds diverse views about 
the contribution AGOA makes to African economies. Many of our own partners 
within the African faith communities speak highly of AGOA’s vision. Others have 
condemned AGOA as offering little to Africa and as principally serving a US cor- 
porate agenda. We find the same diversity of views in civil society in the United 
States. 

The point is that the AGOA call for an NGO parallel meeting provides a singular 
opportunity to model democratic traditions by demonstrating that African critiques 
of an African government’s trade policy enhance debate, strengthen civil society, and 
ultimately make for good governance. The Congress should ensure that this positive 
potential is realized by appropriating funds for attendance by diverse African NGOs 
and by providing for an independent coordinating structure committed to diversity 
at these annual meetings. 

It is appropriate to reflect upon the particular contribution AGOA makes to US- 
Africa trade relations, but I have sought here to use AGOA, as well, as a vehicle 
to reflect upon a broader US-Africa agenda, both economic and social. AGOA should, 
we believe, stimulate thought about next steps in trade that might leave the US le- 
gitimately talking about economic justice rather than about narrow self-interest. 

Fundamental to this testimony is the view that business and trade, placed in the 
context of human rights and conflict resolution and a broad vision of societal good, 
will contribute to poverty alleviation in Africa. Business and trade, properly regu- 
lated to protect workers and the environment, and with sufficient flexibility to per- 
mit African governments to support small business initiatives against multinational 
giants, will help African economies. Business and trade, recognized as one aspect 
of human relationships but firmly subordinate to the hopes and needs of the com- 
munity, will significantly contribute to the common good. Business and trade, left 
alone, protected from interference by government and people, will not. To the extent 
that the US agenda gives unchallenged primacy to a trade that exploits both re- 
sources and people, Africa will suffer. And so will the rest of us. The African Growth 
and Opportunity Act — in its strengths and its weaknesses — ought to take us in an 
alternative direction. 

The Chairman. Well, thank you very much, Dr. Spencer. 

Let me just say, I think your testimony is very compelling. Clear- 
ly the value of discussing procedure and justice and all the aspects 
simultaneously is important. As you recognize through your work 
over three decades, the legislative process is cumbersome. The com- 
promises are extensive. 

I just pull things totally out of context, because this is not the 
most important part of your testimony, but clearly I’m on your side 
with regard to agricultural subsidies. I would just say that in the 
farm bill prior to the current one we had much greater success in 
moving toward that direction. We had some reverses in the last go- 
round which I regret, but I think the point that you have made is 
likewise being made by countries all over the world that we really 
will have to, in the area of food and agriculture, rethink some of 
our own policies. 

I’ve been intrigued by the European Union discussion in the last 
few days, as they try to grapple, I hope successfully. They have had 
some difficulty there, too, in coming to grips with what we must 
do. We ought to have a worldwide movement in this direction. 

This is very applicable to the African sector. I think that Mr. 
Hayes mentioned that textiles are extremely important. Agri- 
culture in many ways offers an area of equal if not greater impor- 
tance, and is stymied in some ways by what we have talked about 
today. 

Let me just ask of all three of you, how should we go about the 
business of either training or education? The possibilities have al- 
ways been there, I suppose, for something comparable to what the 
United States did in a private sector way, in bringing hundreds of 
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young Russians to financial institutions in this country for a period 
of time, on the assumption that it would be very difficult for the 
Russian economic and banking system to be compatible with our 
own without some expertise. The argument was always over the 
critical mass. How many people, given the size of that country, do 
you need? 

I remember suggesting in one commencement address 10,000 as 
a round number, as a critical mass that might begin to get the flow 
going in a significant way. Much has been done, but as has been 
pointed out today, this type of thought with regard to Africa has 
been minimalist. How is this investment flow going to occur? How 
do people go about raising capital, even? The basics of this would 
be critically important. 

Who ought to take the initiative? Are there private institutions, 
business people? Are there universities? To what extent should 
Congress encourage exchange programs or educational programs 
and initiate this? Do any of you have ideas as to how we ought to 
proceed? 

Mr. Harmon. To support what you just said, I was always inter- 
ested while at Ex-Im Bank that certain countries initiated discus- 
sion with me about sending over teams of people to learn as much 
as they could about export credit, the leading being the Chinese, 
who wanted 20 people to sit in offices for 6 months, but the Rus- 
sians were smart enough to pick up, also. Why shouldn’t they learn 
about the technical aspects? 

Sadly, in all those years we never had such a suggestion being 
made from Africa. We have to be more proactive here in the United 
States, lead the effort on the human capital side, but the Africans 
have recognized the importance of this, and as I explored within 
this new program, which I did discuss with the White House al- 
ready, of something that could be private-sector-driven. That way 
it would be from a budget point of view much easier to do. 

We took this one sliver of human capital relating to the capital 
markets and finance, which certain Western European countries 
did, and which I worked on in the early 1980s with Italy, which 
created their own merchant bank at the government level, that 
owned 50 percent, but they trained many, many people there, but 
ideally, this program which we recommend, which, as I say, would 
be financed by private sector banks in the United States but I 
think also in Europe and Asia, because we had commission rep- 
resentation from those parts of the world, would give an initial 
start to Africans to send two people from each country to be trained 
in this one area, and in turn, the banks would send people there. 

If this program works, and I suspect it would, it has to be mon- 
itored and trained, it really needs the support of the White House, 
not financially, but in some ways it has to have the stamp of credi- 
bility, much as we know other programs have done this on an 
international basis. Then I think you would have such prestige at- 
tached to it, there would be a lot of focus on it. 

Now, on the African side, the Africans of course have been so en- 
thusiastic about this in the conversations I’ve had with certain 
countries, that they have said, we don’t want to wait for the Con- 
gress, the White House to act. It takes too long. 
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As one country said to me yesterday, we will contribute our- 
selves, if you could help us organize where two or three of our peo- 
ple could be trained at these institutions, and in turn, the private 
sector American institutions, to their credit, have wanted to partici- 
pate to give back something from the business they have been 
doing in the developing countries, so I see this as therefore being 
a bit of a partnership between the public and the private sector, 
funding coming from private sector, support from the public sector. 

On the other side, the Africans recognize that you need long-term 
education, and therefore in a number of countries there is an effort 
now to really seriously start to build university-level education and 
expansion, and a number of somewhat encouraging signs, but this 
will take time, and in this interim time period I think the richer 
countries of the world have got to take the initiative of supporting 
as best they can all the things that we’ve talked about now, in 
terms of specific training programs. 

Finally, we’re hopeful that the Millennium Challenge Account, 
should it, or when it becomes effective, will actually focus a bit, 
more than a bit on technical training, on this very important area, 
not only in finance, but a number of other sectors, too, so we have 
to leverage, quote, our funding with very specific technical training 
to bring Africa up to a competitive position. 

Thank you, Mr. Chairman. 

The Chairman. Let me just mention, regrettably, the Senate 
winds on in its own way. We have just entered the first, I under- 
stand, of at least three consecutive votes with no pauses. In a fairly 
short point I’m going to have to adjourn the hearing. 

Before I do that, though, I want to offer an invitation for other 
members of the committee who are not present to extend questions 
to you, and I hope in the next few days you might be forthcoming 
in the event that some questions come, so that we may have a com- 
plete record. 

I just want to note that each one of you in your own way has 
said that AGOA is a modest beginning, and that is true. It was a 
threshold situation, very difficult to get across the finish line, but 
important to do. 

Each of you in your own way has talked about legislation regard- 
ing AGOA today, and what should be extended and when and so 
forth. There may be other pieces of legislation and/or resolutions or 
activities by the Congress that are appropriate quite apart from 
AGOA. In addition, I have noted your suggestions with regard to 
some of that but you may want to amplify them. 

Now, this is an invitation to do that, if there are either legisla- 
tive language or resolutions that could be offered that show an em- 
phasis and enthusiasm. Each of you in your own way has also 
pointed out that AGOA, and for that matter an increased interest 
in Africa, is extremely important for our country, important, as you 
pointed out, Mr. Harmon, in the grim sense of the war on ter- 
rorism, but even more important in the idealism of the American 
people and moving ahead in various ways, whether it be in the 
educational way or, as Dr. Spencer has pointed out, with regard to 
medicines, with regard to water, and our attitudes in each of these 
situations. 
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Obviously, AGOA is a trade agreement, so we’re talking about 
trade, but the compatibility of that with our humanity and our 
idealism is important. We need to be thinking through that like- 
wise, both in our legislative language and in our rhetoric sur- 
rounding the situation. 

The small business aspect that you mentioned, Mr. Hayes, I 
think is very important. It may be in the short run more appro- 
priate, but which small businesses, and how do you find them, and 
as you mentioned, tremendous interest on the African side, as 
many as 1,000 people coming to one of your 18 situations on the 
American side, maybe not as clear how many people turn out. How 
do we stimulate that situation, so that there are people that are 
going to intersect in those ways? 

I mention those situations in part to indicate that I have been 
listening, and I appreciate the extent of your testimony, the exper- 
tise you bring. I regret that we will not be able to extend the hear- 
ing longer, but I thank you for making a good record for us. This 
is a benchmark as we try to push the ball forward. You have both 
contributed, or all three have contributed mightily to that effort, 
and we’re grateful to you. 

The hearing is adjourned. 

[Whereupon, at 11:10 a.m., the committee adjourned, to recon- 
vene subject to the call of the Chair.] 


Additional Statements Submitted for the Record 

Prepared Statement of Senator Lamar Alexander 

Mr. Chairman, I want to apologize for not being able to attend this morning. Be- 
cause of difficulties in my schedule, including an important mark-up in the Health, 
Education, Labor, and Pensions Committee, I am not able to be with you today. 
Thank you for your leadership on this issue. 

I want to thank Chairman Lugar for holding this important hearing on the Africa 
Growth and Opportunity Act (AGOA). The Chairman was a driving force behind 
AGOA in the Senate, and worked tirelessly and persistently to bring it to fruition 
when it finally became law in 2000. As Chairman of the Subcommittee on African 
Affairs, I am Fortunate and grateful to have a full-committee Chairman who shares 
the desire to find ways to help Africans help themselves. That’s exactly what AGOA 
does, and it doesn’t hurt the United States any, either. 

AGOA provides opportunities for African nations to build trade with the United 
States, reducing tariffs and other barriers for eligible countries. African countries 
become eligible by meeting a number of criteria, including working toward: 

• market-based economies; 

• the rule of law and political pluralism; 

• elimination of barriers to U.S. trade and investment; 

• protection of intellectual property; 

• efforts to combat corruption; 

• and more criteria relating to human rights, health, and education. 

These criteria promote U.S. trade and security interests, and also steer African 
countries toward a course of stability and prosperity. As incentive, AGOA offers re- 
duced tariffs and trading barriers to work toward these important goals. AGOA-eli- 
gible countries receive trading status second only to those countries with which the 
U.S. currently has a free trade agreement. 

AGOA is still relatively new, and the full impact of the act has yet to be felt, but 
we can see some important preliminary results today that point to the success of 
this approach. From 2001-2002, AGOA imports grew by 10%, while total U.S. im- 
ports grew by only 2%. During that same time, overall imports from sub-Saharan 
Africa actually fell, though AGOA imports grew. This discrepancy creates a powerful 
incentive for African countries to qualify for and participate in AGOA. 
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I should also note that AGOA has the potential to be good for my own State of 
Tennessee. Sub-Saharan Africa’s number one import from the U.S. is transportation 
equipment, which is also Tennessee’s number one export. For example, sub-Saharan 
Africa imported more than $230 million worth of motor vehicles and parts in 2002 — 
the leading Tennessee export. 

I’m sure during the course of this hearing we’ll learn ways to improve upon 
AGOA, and I look forward to working with Chairman Lugar and my colleagues on 
this issue. One thing, however, is clear: AGOA’s foundation is sound. Opening up 
the doors to trade in exchange for meeting relevant criteria creates a powerful in- 
centive for African countries to open their markets to American products and create 
an environment conducive to foreign investment. 


Prepared Statement of Amnesty International USA, 1 by Adotei Akwei, 
Africa Advocacy Director 

HUMAN RIGHTS AND THE AFRICA GROWTH AND OPPORTUNITY ACT: MAKING SURE A 
GOOD IDEA DOES GOOD THINGS 

INTRODUCTION 

Mr. Chairman, and distinguished members of the Subcommittee, on behalf of Am- 
nesty International USA, I would like to express our appreciation for allowing us 
to submit this document to your committee. The Senate African Affairs Sub- 
committee has been one of the most consistent allies in the struggle to protect 
human rights in Africa and for positive US engagement in helping Africans meet 
the challenges and crises that they face. 

Amnesty International USA feels that when human rights standards are used as 
criteria, they should be used in a way that does not diminish their integrity. At the 
same time if the human rights reforms countries must achieve are spelled out then 
those countries must be held to those standards or else the integrity of the stand- 
ards for AGOA and for other initiatives will be undermined. In other words they 
should be enforced. As currently used in AGOA, the integrity of fundamental human 
rights, even those specifically spelled out in the bill, have not been articulated in 
the strongest possible manner. As a result the human rights criteria of AGOA could 
have a negative impact on the efforts of AGOA as well as other US government ini- 
tiatives to promote human rights in Africa. We hope that some of these problems 
can be addressed in such a way that the goals of the bill are realized. 

In our view, the concept behind AGOA represents the spirit of engagement and 
partnership with Africa that should be encouraged. However, even the most well- 
meaning plans sometimes need fixing or else they can potentially do unintended 
damage. This is how we are approaching this hearing and how we regard AGOA. 

We do not take a position on the economic aspects of AGOA. However, when 
human rights are involved, either as criteria for eligibility for participation or as a 
goal of the initiative, we are extremely interested in the findings and the method- 
ology behind the report. We are also concerned over what the implications and re- 
sults of the initiative are on the protection of fundamental human rights in these 
countries. 

Our document today will look at the following areas: 

I. Recommendations 

II. Review of the Concerns AIUSA Has With Human Rights Eligibility Criteria 

III. Conclusions 


I. RECOMMENDATIONS 

Amnesty International’s mandate precludes us from taking a position on whether 
a country should be considered eligible or not for AGOA benefits so our comments 
are directed towards two goals: 

1. Having an accurate discussion of the state of human rights within the 
countries currently considered eligible and, 

2. Making sure that the human rights criteria used in AGOA are in keeping 
with other standards currently adhered to by the international community and 
the United States Government. 


1 This testimony would not have been possible without the help of Krista Riddley and 
Amartey-Nuno-Amarteiflo. 
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Amnesty International USA recommends the following steps to the US Congress 
and the Bush Administration: 

• The human rights eligibility requirements need to be more comprehensive. It 
is our experience that the protection of fundamental human rights must be ap- 
proached in as holistic a manner as possible. The establishment of the rule of 
law, for example, also involves ending impunity and enforcing accountability for 
security forces and militaries as well as the repeal of repressive legislation that 
facilitates the violation of civil and political rights. It also demands the ability 
for independent monitoring by civil society and other non-governmental organi- 
zations. If these areas are not addressed and monitored then efforts to ensure 
independence of the judiciary, due process and access to fair trials will be inef- 
fective. At a minimum the spectrum of human rights to be evaluated should be 
consistent with the categories spelled out in the annual Department of State 
Country Reports on Human Rights Practices (hereafter referred to as DOS HR 
Report). 

• The standard of what constitutes the evaluation of “established or making 
progress” needs to be more clearly defined. Throughout the country report en- 
tries, reference is made to commitments made by governments to implement re- 
form. While this can sometimes represent a major step forward on human 
rights issues, a number of governments have perfected the art of making prom- 
ises, taking; initial steps such as passing laws, but retaining other legislation 
that over rides the reformist legislation. Other governments have gone as far 
as creating human rights organs ostensibly to conduct investigations but then 
retaining the right to appoint the members of these bodies while severely re- 
stricting and harassing independent non-governmental human rights organiza- 
tions. Still others have a rich history of doing nothing and here attention to a 
government historical record is extremely important. I look forward to the next 
AGOA report to see what commitments have been acted upon and which have 
joined the realm of empty promises — and what the consequences will be. 

• The United States Trade Representative’s (USTR) country reports need to be 
revised to include more accurate, consistent and detailed data on the human 
rights criteria in a manner similar to the precision and detail of the way the 
economic reform requirements are described. This will be important not only to 
show the areas in need of improvement but also to reflect accurately where re- 
sources and a genuine effort have been made on human rights reform. The re- 
port should make more use of human rights information from non-governmental 
organizations such as democracy, labor and human rights groups as well as the 
information from the Department of State’s Bureau for Democracy Human 
Rights and Labor. Critical input could and should also come from local human 
rights groups in the African countries themselves. 

II. REVIEW OF THE CONCERNS AIUSA HAS WITH HUMAN RIGHTS ELIGIBILITY CRITERIA 

In reviewing the human rights criteria for country eligibility AIUSA focused on 
section 104 of AGOA and section 502 of the Trade Act, which state that: 

A country will be considered eligible to participate if that country has es- 
tablished, or is making continual progress toward establishing — 

The rule of law, political pluralism, and the right to due process, fair trial and 
equal protection under the law; 

Or if it 

does not engage in gross violations of internationally recognized human 
rights or provide support for acts of international terrorism and cooperates 
in international efforts to eliminate human rights violations and terrorist 
activities. 

A. The Rule of Law 

When one refers to the rule of law one is usually assumed to be referring to issues 
such as independence of the judiciary, due process, including the right to be free 
of arbitrary arrest and detention, torture or ill-treatment, the right to fair trial, 
transparency and accountability of ordinary citizens and government officials includ- 
ing the security forces. We would assume that an impartial, independent profes- 
sional legal system would be a special area of interest for AGOA as this has direct 
impact on the conduct of trade and business. AGOA does spells out in some detail 
numerous free market economic reforms as eligibility criteria. This attention to de- 
tail is unfortunately not repeated in the human rights sections raising serious con- 
cerns as to whether the goal is to have the rule of law established for the country 
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as a whole or whether the focus is to have effective justice limited to the realm of 
commerce. 

The USTR country reports do not address the rule of law in all of the thirty-five 
countries currently eligible and when it does it does, it does not evaluate them in 
a consistent manner. In the countries in which the rule of law is referred to, eight 
of them are said to have independent judiciaries: Benin, Cape Verde, Ethiopia, Ma- 
lawi, Mauritius, Sao Tome, Senegal and Tanzania. The judiciaries in nine others are 
deemed not to be independent: Cameroon, Chad, Djibouti, Gabon, Guinea Bissau, 
Kenya, Mozambique, Rwanda and Seychelles. Six more countries are referred to but 
the state of their judicial systems is not described as either independent or subject 
to external influence. These countries are Botswana, Ghana, Guinea, Mali, Swazi- 
land and Zambia. In following five countries, the state of the judiciary is not even 
addressed: Central African Republic, Republic of the Congo, Eritrea, Lesotho and 
Namibia. 

The USTR reports poorly cover the issue of fair trials. No information is provided 
on the ability of the judicial system to provide fair trials in Cameroon, Cape Verde, 
the Central African Republic, the Republic of the Congo, Ethiopia, Lesotho, Mauri- 
tius, Sierra Leone, South Africa, Swaziland and Tanzania. The data on the others 
countries is revealing if not grim. Only two countries are currently seen to provide 
fair trials; Benin and Sao Tome. Other countries such as Chad, Eritrea, Gabon, 
Guinea, Guinea Bissau, Mauritania, Nigeria, Rwanda and Seychelles suffer from 
irregularities such as arbitrary arrest or ill treatment while in police custody. 

Several of the countries that are not covered on this topic have serious problems 
with the lack of independence of the judicial systems, access to fair trials and we 
would add impunity. Others seem to have received only very rudimentary coverage. 

The USTR report entry for Ethiopia mentions that their human rights record is 
poor but does not give details. It also indicates that progress is being made in some 
areas, but doesn’t specify which areas. In AI’s 2003 report on Ethiopia several seri- 
ous human rights concerns were documented. For example: 

• Police shot dead over 230 people and detained several hundred more in Oromia 
and the southern region in connection with demonstrations, mostly peaceful. 

• Journalists and government critics were arrested and some sent for trial. 

• Several death sentences were imposed but no executions were reported. 

• There continued to be a pattern of arbitrary and incommunicado detention 
without charge or trial of people suspected of links with opposition groups such 
as the OLF and ONLF. Numerous people were detained and tortured in the So- 
mali region for alleged links with the ONLF, particularly after ONLF oper- 
ations in the region. 

• Torture of political prisoners, particularly those accused of links with armed op- 
position groups, continued to be frequently reported. 

• There were continuing reports of killings of civilians by the police and army in 
circumstances suggesting extrajudicial executions or unlawful killings. 

The USTR report in 2002, stated that Cameroon was determined eligible for 
AGOA based on assurances from the government that it would undertake an inves- 
tigation of human rights abuses and punish those responsible. In 2003 Cameroon 
is still eligible although the same human rights concerns remain a factor. This is 
not mentioned in USTR 2003 report. In AI’s 2003 report on Cameroon, we found 
that, 

• Security forces continued to ill-treat criminal suspects, political activists and 
members of ethnic minorities in police stations. At least one person died in cus- 
tody, allegedly as a result of torture by the gendarmerie. 

• Members of the Southern Cameroons National Council (SCNC) were arrested 
and detained without trial for weeks. Human rights defenders and independent 
journalists were harassed and intimidated by the security forces and, on occa- 
sion, detained without charge for weeks. 

• Eighteen detainees sentenced in 1999 to long prison terms after an unfair trial 
remained in prison; some of them were suffering serious health problems. 

The 2002 US State Department Human Rights Report for Cameroon also noted 
that: 

• The Government’s human rights record remained poor, and it continued to com- 
mit numerous serious abuses. 

• Security forces committed numerous unlawful killings and were responsible for 
disappearances. They also tortured, beat, and otherwise abused detainees and 
prisoners, generally with impunity. 
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• Prison conditions remained harsh and life threatening. 

• Security forces continued to arrest and detain arbitrarily various opposition 
politicians, local human rights monitors, and other citizens, often holding them 
for prolonged periods, often without charges or a chance for trial arid, at times, 
incommunicado. 

• The judiciary remained corrupt, inefficient, and subject to political influence. 
The Government infringed on citizens’ privacy, and monitored and harassed 
some opposition activists. 

B. The Commission of gross human rights violations 

Amnesty International finds USTR’s decision to limit to the scope of it human 
rights assessments disappointing and disturbing. It in effect limits attention and 
possible action by the United States to situations that have already deteriorated to 
near crisis conditions where the options for intervention are limited and usually 
costly. Amnesty International believes that the situations where gross human rights 
abuses are committed are preceded by periods of worsening violations and growing 
impunity. Violations that impact the lives of the civilians of the country involved 
and which can be challenged and stopped at that point more easily then at a later 
date. The most powerful example of this remains the 1994 genocide in Rwanda 
where reports of abuses by the security forces and smaller scale massacres were ig- 
nored by the international community right up to and through the genocide, result- 
ing in the loss nearly a million lives. We would strongly urge that AGOA’s commit- 
ment to protect human rights be more comprehensive in its focus and in it coverage. 
A review of some of the countries currently eligible and covered in the country en- 
tries will underscore the need to report on and evaluate all civil and political rights. 

For example, in AI’s 2003 report on Eritrea, states that dozens of prisoners of con- 
science arrested in September and October 2001 remained in secret detention at the 
end of 2002 without charge or trial. They included former members of the govern- 
ment who were calling for democratic reforms, and journalists. During 2002 there 
were many further arrests of government critics and people refusing compulsory 
military service. Torture and sexual abuse of army protesters were reported. Hun- 
dreds of political detainees detained in previous years remained held in secret with- 
out charge or trial. In addition, hundreds of prisoners were serving long prison 
terms imposed after unfair trials by the Special Court or were detained pending 
trial by this exceptional court. Some cases were believed to have political elements. 
The Special Court, set up in 1996 to try corruption offences, denies the right to legal 
representation or appeal and has military judges with little or no legal training. 

The situation in Rwanda is also disturbing. AI stated the following in its 2003 
report on Rwanda: 

• “Disappearances”, arbitrary arrests, unlawful detentions and torture and ill 
treatment of detainees were reported. 

• There were approximately 112,000 individuals in detention at the end of 2002; 
around 100,000 were suspected of participation in the 1994 genocide. Many had 
been held for prolonged periods without charge or trial, in conditions amounting 
to cruel, inhuman or degrading treatment. 

• In eastern Democratic Republic of the Congo (DRC), Rwandese military and al- 
lied forces were responsible for the deaths of civilians; torture, including rape; 
“disappearances”; and the systematic harassment of human rights defenders. 
Many perpetrators of human rights violations, particularly state security 
agents, both within Rwanda and in the eastern DRC, continued to benefit from 
impunity. 

• Grave human rights violations committed by state security agents were largely 
ignored. 

• Several people were detained for their alleged connections with political opposi- 
tion figures. 

There are ongoing concerns about Ethiopia, which has continuing domestic human 
rights violations that could have been addressed. AI noted the following in its 2003 
report: 

• Many human rights violations including torture, rape and extrajudicial execu- 
tion were reported, particularly in conflict zones in the Oromia and Somali re- 
gions. 

• Prison conditions were harsh and many prisoners were held incommunicado or 
were feared to have “disappeared”. 

To further illustrate the point the various violations taking place in Ethiopia, the 
2002 DOS Human Rights report entry for Ethiopia states the following: 
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• Security forces committed a number of unlawful killings and at times beat and 
mistreated detainees. Prison conditions remained poor. 

• The Government continued to arrest and detain persons arbitrarily, particularly 
those suspected of sympathizing with or being members of the OLF. 

• Thousands of suspects remained in detention without charge, and lengthy pre- 
trial detention continued to be a problem. 

• During the year, neither the Human Rights Commission (HRC) nor the Office 
of the Ombudsman was operational. 

Unfortunately, it seems that various countries continue to commit numerous 
abuses, including extra-judicial killings, disappearances, torture and other crimes 
against humanity. Though AI’s 2001 AGOA testimony highlighted the grave human 
rights abuses occurring in these countries, commitments made seem not to have 
been acted upon and little evidence suggests that there has been implementation 
or adherence to human rights reforms. 

III. CONCLUSIONS 

Mr. Chairman, as I stated at the beginning of my text, AIUSA is not here to say 
which countries should be eligible and which should not. We are here to offer con- 
structive criticism on how human rights should be used as criteria and to share our 
perspective on the human rights situation in a few of the countries in question. 

We hope that we have been able to successfully paint an accurate picture of the 
countries and issues involved, so that the reform that AGOA will hopefully stimu- 
late will be meaningful and have a genuinely positive impact on the lives of the peo- 
ple in those countries. 

Our review presented here was not meant to be comprehensive as there are other 
documents, some cited here, that already do that. This review is meant to show that 
the next USTR report can and should be strengthened or else AGOA’s provisions 
might undermine AGOA goals of promoting human rights along with economic de- 
velopment. Input and consultation with non-governmental organizations both here 
in the United states and in Africa will strengthen this area of the bill and will also 
actualize the called for human rights reforms. We sincerely look forward to working 
with you on the subcommittee, with other human rights, labor and democracy col- 
leagues and USTR towards this goal. 

Thank you. 


Responses to Additional Questions for the Record 

Responses of Florizelle B. Liser, Assistant United States Trade Representa- 
tive for Africa, to Additional Questions for the Record Submitted by Sen- 
ator Russell D. Feingold 

Question 1. Please describe for me the process for reviewing the AGOA eligibility 
list. I understand from the 2003 Annual Report to Congress on AGOA implementa- 
tion that USTR chairs a Trade Policy Staff Committee to examine eligibility issues 
annually. I presume that when human rights criteria come up for discussion, the 
USTR defers to the State Department’s assessment of whether or not a given coun- 
try has met the standard laid out in the legislation. Is that accurate, or is USTR 
being asked to opine on such matters? Is a representative from the Bureau of De- 
mocracy, Human Rights, and Labor at the table during these discussions? 

Answer. The State Department is an active member of the Trade Policy Staff 
Committee (TPSC). As the TPSC undertakes the annual AGOA eligibility review, 
every effort is made to ensure that all AGOA eligibility criteria are assessed for 
each country, including those related to internationally-recognized worker rights, 
human rights, and elimination of the worst forms of child labor. First, agencies such 
as Labor, USAID, Commerce, Agriculture and State — including the Bureau of De- 
mocracy, Human Rights, and Labor — provide reports to the TPSC on the economic, 
social, and political climates of different African countries. Moreover, these reports 
describe how each country views and handles human rights. Each TPSC agency as- 
sesses which countries are making continued progress in meeting AGOA’s human 
rights and labor criteria. The TPSC also publishes a Federal Register notice in order 
to solicit comments from the public at large on countries’ potential eligibility. 
Human rights represents one of the principle factors the Trade Policy Staff Com- 
mittee members consider in the AGOA eligibility process. 
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Question 2. Eighty-seven percent of AGOA imports originate in three countries — 
Nigeria, South Africa, and Gabon. What will it take to make AGOA more meaning- 
ful for a larger group of sub-Saharan states? 

Answer. AGOA’s support of free markets and trade has proven to simulate eco- 
nomic growth, help sub-Saharan Africa integrate into the global economy, and en- 
courage a solid U.S.-Africa trade relationship. In evaluating AGOA’s impact on 
countries benefitting from its provisions, a clear distinction needs to be made be- 
tween countries who export petroleum under AGOA and those who do not. Three- 
quarters of AGOA imports were petroleum products from countries such as Nigeria 
and Gabon. AGOA exports excluding petroleum show that the benefits are more 
widely distributed. 

We would like to expand AGOA benefits across more countries and sectors. Al- 
though many African countries have access to the U.S. market, some of them pos- 
sess a limited number of export commodities or cannot effectively supply their prod- 
ucts to the U.S. Making AGOA more meaningful for a larger group of sub-Saharan 
states will require us to address their supply-side constraints. The following are 
some challenges and possible steps that could be taken by the United States govern- 
ment. 

• The U.S. should work with African governments to provide trade capacity build- 
ing and technical assistance that alleviates these serious supply-side constraints 
and overcomes the impediments to freer trade. This will require implementation 
of an industry/manufacturing strategy that focuses on the diversification of each 
country’s export base beyond oil, raw commodities, and apparel. 

• We recognize that many of these countries have also identified a comparative 
advantage in agriculture, but these countries have found U.S. agricultural do- 
mestic support and sanitary and phytosanitary (SPS) regulations as restrictions 
limiting AGOA trade in agriculture. The U.S. should continue to actively assist 
African countries in their efforts to meet U.S. SPS requirements. 

• Some AGOA countries also encounter difficulties in creating competitive indus- 
tries and investor-friendly commercial environments. As the leading source of 
foreign direct investment in Africa, the United States should further mitigate 
this problem through enhancing support for U.S. -African business partnerships 
and investment in key sectors in all AGOA countries. 

• Promoting small business is another major challenge given the important role 
of small business in economic growth and development. The United States 
should endeavor to aid in additional technical assistance programs that effec- 
tively bring together small U.S. and African businesses. 

• Trade financing and access to credit also present a serious challenge to AGOA 
implementation and trade development. In addition to the U.S. financing pro- 
vided by OPIC, EX-IM Bank and TDA, African countries are setting-up well- 
managed trade development and financing funds. The U.S. government should 
ensure that these countries continue to foster fruitful financing relationships be- 
tween itself and African businesses, as well as with African finance and credit 
institutions. 

The development of a viable textiles and apparel industry has traditionally been 
a “gateway” for industrialization and economic development. Although this sector 
has begun to prosper as a result of AGOA, further development of a sub-Saharan 
African textiles/apparel industry faces two major challenges in the near future. 

• First, the expiration of AGOA’s third country fabric provisions in September 

2004 is causing some serious concern. AGOA currently provides Lesser Devel- 
oped beneficiary countries with duty-free access for apparel made from third- 
country fabric. USTR is trying to evaluate this issue and review the possible 
effects of a short-term extension of AGOA’s third country fabric benefits. USTR 
looks forward to working with Congress to examine ways that an extension 
could support current operations, while maintaining the incentive to develop 
fabric and yarn industries in Africa. 

• Second, AGOA is preparing for the post-2005 phase-out of the country quotas 
under the WTO Agreement on Textiles and clothing. The elimination of quotas 
is widely expected to lead to greater competition and significant changes in the 
scope and nature of global textile and apparel trade. USTR will make every ef- 
fort to address the challenges presented by textile and apparel trade in the post 

2005 environment through a series of consultations with Congress, the private 
sector and African governments. 

The U.S. government can help African countries to maximize AGOA, accelerate 
the diversification process, and provide solutions to all of the preceding concerns 
through trade capacity building initiatives. AGOA III can provide an opportunity to 
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ensure greater success for more sub-Saharan countries by providing easier access 
to the U.S. market and effectively addressing the challenges hindering African na- 
tions from fully participating in the global trading system. 


Responses of Hon. Walter Kansteiner, Assistant Secretary of State for Af- 
rican Affairs, to Additional Questions for the Record Submitted by Sen- 
ator Russell D. Feingold 

Question 1. Please describe for me the process for reviewing the AGOA eligibility 
list. I understand from the 2003 Annual Report to Congress on AGOA implementa- 
tion that USTR chairs a Trade Policy Staff Committee to examine eligibility issues 
annually. I presume that when human rights criteria come up for discussion, the 
USTR defers to the State Department’s assessment of whether or not a given coun- 
try has met the standard laid out in the legislation. Is that accurate, or is USTR 
being asked to opine on such matters? Is a representative from the Bureau of De- 
mocracy, Human Rights, and Labor at the table during these discussions? 

Answer. USTR chairs the TPSC meeting to discuss AGOA eligibility for the fol- 
lowing calendar year in the fall, at which participating agencies (including State, 
USTR, Commerce, Treasury, Labor, Agriculture, USAID, and NSC) consider the 
AGOA eligibility criteria for each country, including those related to internationally- 
recognized worker rights, human rights, and elimination of the worst forms of child 
labor. Participating agencies provide reports to the TPSC on the economic, social, 
and political climates of different African countries, including human and labor 
rights, drawing on their own sources and reporting from our Embassies in Africa. 
Each agency makes its own assessment of which countries are making continued 
progress in meeting AGOA’s human rights and labor criteria. 

The Bureau of Democracy, Human Rights, and Labor (DRL) works with the Bu- 
reau of African Affairs (AF) and the Bureau of Economic and Business Affairs (EB) 
in drafting the State Department’s report on AGOA eligibility and in determining 
State’s position. Normally EB represents State at TPSC meetings, but AF and DRL 
join EB in participating in TPSC meetings on AGOA eligibility. 

Question 2. AGOA allows for extending trade benefits to countries that may not 
have achieved all of the eligibility criteria laid out in the legislation, but are making 
continual progress toward that end. Do the annual country eligibility reviews iden- 
tify in any way what sort of specific actions or benchmarks would constitute “mak- 
ing continual progress toward establishing” the rule of law and political pluralism, 
so that participating countries have a sense of what the review committee will be 
looking for the next time, and so that our diplomats in the field can be more effec- 
tive advocates for reform? Can you identify some specific policy objectives identified 
in the 2002 review that were revisited during the 2003 evaluation? 

What about the case of Eritrea? Please explain what issues relating to the rule 
of law, political pluralism and the right to due process were identified in the 2002 
review. Was any progress on these issues identified when the 2003 review occurred? 
If not, why didn’t the administration revoke Eritrea’s AGOA eligibility? 

Answer. Following the annual review process, we inform all countries found ineli- 
gible of our main concerns. In addition, we inform some countries that, although we 
are recommending that they remain eligible, we have areas of concern, and we de- 
scribe those concerns. We maintain an ongoing dialogue with several African coun- 
tries concerning specific areas of concern. In many instances, we have seen improve- 
ment as a result of our engagement. 

The fall 2001 review for Eritrea raised serious questions about then-recent nega- 
tive developments in rule of law, political pluralism, and due process. In January 
2002, Secretary Powell sent a letter to Eritrea noting our concerns regarding the 
incarceration without charge of political dissidents and journalists, the closure of the 
independent press, failure to implement the Constitution ratified in 1997, the post- 
ponement of parliamentary elections scheduled for December 2001, and the arrest 
without charge of two Foreign Service National employees of the U.S. Embassy in 
Asmara. Since these developments had only recently taken place, we encouraged 
Eritrea to take steps to resolve our concerns and preserve its eligibility under AGOA 
before the next annual review. 

In the fall of 2002 the situation remained largely unchanged. The TPSC review 
noted additional negative developments concerning freedom of religion. There were 
significant concerns however within the TPSC about the possible negative impact 
on trade and investment in AGOA countries of removing a country from AGOA 
without some sort of public advance warning. These concerns related to the broader 
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AGOA program rather than to trade and investment with Eritrea, which are neg- 
ligible. For that reason, we outlined our specific concerns about economic openness, 
sound economic management, good governance, and human rights in a letter from 
Secretary Powell that was presented to Eritrea in January 2003. The letter in- 
formed the Eritrean government that we would hold an extraordinary midterm re- 
view of its eligibility in 2003. The letter further stated that if significant progress 
were not demonstrated in the areas outlined, we would make a determination of 
Eritrea’s continued eligibility to receive trade benefits under AGOA at the mid-term 
review. Ineligibility would become effective January 1, 2004. (The Act does not allow 
benefits to be lifted in the middle of the year.) We are now conducting that review 
process and a decision will be made and announced soon. 

Question 3. What would it take for a country to fail to meet the requirement in 
AGOA relating to combating corruption? Is it sufficient to have passed anti-corrup- 
tion legislation into law even if that legislation is never enforced? Please explain the 
judgments made relating to the eligibility of Nigeria and Gabon in this context. 

Answer. We look at each country individually when determining AGOA eligibility. 
Corruption is one of the areas we consider in the overall context of the AGOA eligi- 
bility criteria. The passage and enforcement of anti-corruption legislation certainly 
are considered, as are other factors such as governmental leadership, investigations, 
and prosecutions. Lack of progress in combating corruption is a key factor in the 
decision not to grant AGOA eligibility to some of the currently ineligible countries. 

Nigeria and Gabon do have serious corruption problems, as we acknowledged in 
the 2003 report to Congress on AGOA implementation. We considered ongoing prob- 
lems and progress made combating corruption in those two countries — admittedly 
limited progress — as part of the overall AGOA review. We believe that retaining Ni- 
geria and Gabon in AGOA will allow us to better influence them on issues related 
to corruption. 

Question 4. In your judgment, are any sub-Saharan countries failing to meet the 
labor standards laid out in ILO Convention 182 on the Worst Forms of Child Labor? 
Would such a failure be grounds for losing eligibility? Obviously child trafficking 
and forced child labor on West African cocoa plantations comes up periodically in 
the news. Has the potential effect of this issue on AGOA eligibility been discussed 
with West African governments? 

Answer. Child labor is an issue we consider very seriously in the context of AGOA 
eligibility, including the standards set by ILO 182. We have discussed child traf- 
ficking and child labor with West African governments in the context of AGOA re- 
view, and have ongoing programs concerning child trafficking and child labor in sev- 
eral sub-Saharan African countries. In the context of regional organizations such as 
ECOWAS as well as bilaterally, the USG works to facilitate the return of freed vic- 
tims as well as solve the underlying causes of this problem, which are complex. 
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